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THE  CREDIT  DEREGULATION  AND 
AVAILABILITY  ACT  OF  1983 


TUESDAY,  APRIL  IZ,  1983 

U.S.  Senate, 

COUMITTSB  ON  BANKING,  HOUSING,  AND  UhBAN  AfFAIRS, 

WaahiJtgton,  D.C 
The  conunittee  met  at  9  a.m.,  in  room  SD-538,  Dirkseo  Senate 

Office  Building,  Senator  Jake  Gam  (chairman  of  the  committee) 

presiding. 
Present:  Senators  Gam,  Gorton,  Hawkins,  Hecht,  and  Prosmire. 

OPENING  STATEMENT  OF  CHAIRMAN  GARN 

The  Chairman.  The  Banking  Committee  will  come  to  order. 

We  have  a  very  full  day  of  hearings  scheduled  today  on  S.  730, 
the  Credit  Deregulation  and  Availability  Act  of  1983.  This  important 
piece  of  legislatian,  which  I  introduced  along  with  Senator  Prozmire 
and  its  original  sponsor  from  the  97th  Congress,  Senator  Lugar, 
represents  virtually  the  last  step  in  deregulation  of  the  price  controls 
that  have  governed  financial  institutions  and  other  creditors. 

S.  730  completes  the  process  begun  3  yean  ago  with  the  enact- 
ment of  the  Depository  Institutions  Deregulation  Act  of  1980.  That 
act  permanently  eliminated  all  interest  rate  ceilings  appliddsle  to 
first  mortgage  credit  transactions  and  established  a  Federal  alter- 
native to  State  interest  rate  ceilings  of  5  percent  Eibove  the  dis- 
count rate  for  business  and  agricultural  credit.  The  business  and 
agricultural  interest  rate  alternate  expired  less  than  2  weeks  ago. 
Ifowever,  it  proved  to  be  extremely  helpful  in  maintaining  credit 
availability  during  the  high  interest  rate  periods  of  the  last  few 
years. 

The  bill  follows  the  mortgage  credit  precedent  by  permanently 
eliminating  the  interest  rate  ceiling  which  govem  business,  agricul- 
tural, and  consumer  credit.  Also,  m  keeping  with  the  1980_act,  the 
individual  States  eu«  given  3  years  to  reject  the  Federsil  fiction. 

The  elimination  of  these  remaining  ceilings  will  bring  to  an  end 
the  distortions  in  the  marketplace  that  occur  as  a  result  of  the  in- 
terplay of  interest  rate  ceilings  and  constantly  fluctuating  market 
rates.  Particularly  during  periods  of  rising  interest  rates,  credit 
interest  rate  ceilings  disrupt  credit  flows,  reduce  competition,  and 
create  credit  allocations  and  subsidizations.  Below  market  rate 
ceilings  result  in  the  subsidization  of  borrowers  in  low-rate  States  by 
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borrowers  in  high-rate  States  and  the  subsidization  of  credit  custom- 
ers by  cash  customers. 

It  is  even  more  critical  now  than  ever  before  that  the  Congress 
take  action  on  this  legislation  since  late  last  year,  we  virtually 
eliminated  the  interest  rate  ceilings  that  for  decades  have  applied  to 
deposit  acoounts  at  financial  institutions.  Now  that  the  marketplace 
is  establishing  the  rate  of  interest  that  consumers  can  earn  on  their 
savings,  the  way  has  been  paved  for  savers  no  longer  being  forced  by 
law  to  subsidize  borrowers.  However,  that  subsidi^ion  wul  never  be 
completely  eliminated  until  the  marketplace  is  allowed  to  also 
govern  the  rate  chained  borrowers. 

I  want  to  emphasize  that  there  have  been  previous  hearings  on 
tills  issue,  including  a  veiy  extensive  record  on  almost  identical 
l^islation  which  was  developed  during  3  days  of  hearings  in  tjie 
last  Congress.  Therefore,  I  have  requested  witnesses  to  limit  their 
oral  statements  to  5  minutes  in  onler  to  make  room  for  a  lai^ 
number  of  witnesses  and  leave  more  time  for  questions. 

Since  we  could  not  phjrsically  accommodate  any  more  witnesses 
today — many  of  whom  testified  in  1981—1  would  like  to  recognize 
those  groups  that  have  already  submitted  statements  for  the  record 
strongly  supporting  S.  730:  the  Ind^ndent  Bankers  Association  of 
America;  the  National  Automobile  Dealers  Association;  the  Nation- 
al Savings  and  Loan  League;  the  National  Assoda*-'  n  of  Mutual 
Savings  Banks;  the  National  Association  of  Federal  Credit  Unions; 
Sears,  Roebuck  and  Co.;  VISA;  National  Commercial  Finance  Con- 
ference; National  Home  Furnishings  Association;  Recreation  Ve- 
hicle Industry  Association;  National  Association  (k  Remodeling  In- 
dustry; and  General  Motors  Acceptance  Corp. 
I  look  forward  to  all  of  the  testimony  today. 
And  I  welcome  you,  Beryl  Sprinkel,  Under  Secretary  for  Mone- 
tary Affairs  of  the  Department  of  the  Treasury,  as  our  leadoff  wit- 
ness. 
Senator  Proxmire. 

OPENING  STATEMENT  OF  SENATOR  PROXHIRE 

Senator  Proxmire.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman,  I'm  delighted  that  we're  moving  on  this  l^isla- 
tion.  There  is  nothing  more  shortsighted  or  counterproductive  than 
providing  ceilings  on  interest  rates  by  law.  It's  kind  of  price  control 
once  removed.  That  doesn't  work — in  peacetime,  at  least.  So,  I 
favor  the  idea. 

However,  I  am  still  very  concerned  about  our  moving  in  on  the 
States. 

Remember,  we  had,  on  this  committee,  Beb  Morgan,  who  was  a 
great  champion  of  States'  rights.  I  think  he  had  a  very  good  point. 

It  would  seem  to  me  if  we  can  possibly  find  some  way  of  provid- 
ing at  least  some  discretion  of  the  States.  If  I  were  a  State  l^isla- 
tor  in  Wisconsin,  I'd  be  vehemently  opposed  to  the  usury  ceilings. 

At  the  same  time,  I'm  deeply  troublwl  with  the  Federal  Govern- 
ment, at  a  time  when  we  all  know  we  should  be  centralized  as 
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much  as  we  can,  rezisonably  and  efTlciently,  moving  ahead  with 
this  kind  of  usurpation. 

ril  be  interested  in  hearing  the  witnesses'  comments. 

The  Chairman.  I  would  agree  completely  with  you,  Senator. 
That's  why,  to  the  dismay  of  many,  we  put  in  the  legislation  the  3- 
year  period  of  time  when  State  legislatures  could  say,  "We  disagree 
with  you."  I  don't  know  how  we  can  give  them  a  better  opportunity 
than  that. 

You  have  a  couple  of  legislative  sessions,  a  period  of  3  years,  to 
say,  "We  don't  like  this." 

Senator  Gorton,  do  you  have  any  statement  you  wish  to  make? 

Senator  Gorton.  No,  Mr.  Chairman. 

{Copy  of  bill  being  considered  follows:] 
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S.730 


IN  THE  SENATE  OF  THE  UNITED  STATES 

Habcb  B  floguluive  <U;,  Habch  7),  1B63 
Hr.  Qasn  (for  himieU,  Mr.  Proxwrb,  ud  Mr.  Luqab)  introduiwd  the  following 
bill;  which  wu  read  twice  aod  referred  U>  the  Committee  on  Butking,  Hoiu- 
izig,  and  nrbui  Afiain 


A  BILL 

To  amend  the  Depository  InstitutioiiB  Deregulation  and 
Honetaiy  Control  Act  of  1980. 

1  Be  it  enacted  by  the  Senate  and  Houae  of  Repreaenta- 

2  Uvea  of  the  United  States  of  America  tn  Congreaa  aasembied, 

3  8H0BT  TITLE 

4  Sbotion  1.  This  Act  ma;  be  cited  as  the  "Credit  De- 

5  regulation  and  Avulability  Act  of  1983". 

6  BUSINESS  AND  AOBICULTUBAL  CBBDIT 

7  Sbc.  2.  ia.)  Section  511  of  the  Depository  Institutions 

8  DeregulatioQ  and  Monetary  Control  Act  of  1980  (94  Stat. 

9  161;  Public  Law  96-221)  is  amended  to  read  as  follows: 
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1  "BUBDnaa  and  aobioultdkal  loans 

2  "Skc.  511.  (a)  The  provinoiu  ot  the  eonititation  or  the 

3  Uwi  ai  any  State  prohibitiiig,  regtrictiiig,  or  in  aoy  way  limit- 

4  iDg  the  rate,  nature,  type,  amount  irf,  or  the  manner  of  caleu- 

5  lating  or  providing  or  contracting  for  interest,  disoount, 

6  points,  a  time  price  differential,  finance  charges  or  other  fees 

7  or  charges  that  may  be  charged,  taken,  received,  or  reserved 

8  shall  not  qiply  in  the  case  of  business  or  agricultural  credit. 

9  "(b)  As  used  in  this  part,  the  term — 

10  "(1)  'agricultural  credit'  means  credit  extended 

11  primarfly  for  agricultural  purposes  to  a  person  that  cul- 

12  tivates,  plants,  propagates,  or  nurtures  an  agricultural 

13  product; 

14  "(2)  'agricultural  purposes'  include  the  production, 

15  harvest,  exbiUtion,  marketing,  tranBportation,  process* 

16  ing,  or  manufacturing  ctf  an  agricultural  product  and 

17  the  acquisition  of  farmland,  real  property  with  a  farm 

18  reridenoe  and  personal  property  and  services  used  pri- 

19  marily  in  farming; 

20  "(8)   'agricultural  product'   includes   agricultural, 
31  hortioultural,  vitioultural,  and  dairy  products,  livestock, 

22  wildlife,  poultry,  bees,  forest  produots,  fish  and  shellfish 

23  and  any  products  thereof,  including  processed  and  man- 

24  u&etured  products  and  any  and  aU  products  raised  or 
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1  iwoduoed  on  finns  and  way  processed  or  nunufictured 

2  products  thereof; 

8  "(4)  'butinesB  credit'  menu  credit  extended  pi> 

4  marily  fm  bniiiieii  m  commerciil  purposes,  including 

fi  investment,  ind  any  credit  extended  to  a  person  other 

6  than  a  natural  person;  and 

7  "(6)  'credit'  inehidei  all  secured  and  unsecured 

8  loans,  credit  sales,  forbearances,  advances,  renewab 
0  and  other  extensions  of  credit.". 

10  (b)  Section  S12  of  the  Depository  InatitutionB  Deregula- 

11  tion  and  Uonetary  Control  Act  of  1080  is  amended  to  read  as 

12  follows: 

13  "afpucabiutt 

14  "Sbo.  512.  W  Except  as  [wovided  in  subsection  (b)  of 
16  this  sectim,  the  provisions  ot  tiuM  psrt  shall  apply  with  re- 

16  speot  to  busineBS  and  agiicultural  credit  extended  <m  or  after 

17  April  1,1080. 

18  "(b)  The  provisions  (rf  this  part  shall  not  ^>ply  to  any 

19  business  or  agricultural  credit  extended  in  any  State  after  the 

20  effective  date  Of  such  effective  dale  ooonrg  on  or  after  April 

21  1,  1880,  and  prior  to  three  years  after  the  efEeelive  date  of 

22  the  Credit  DMOgnlation  and  Availalnli^  Act  of  1983)  <rf  a 

23  State  law  or  a  certiSeation  that  the  voters  ot  such  State  have 

24  voted  in  favor  (A  any  provinon,  oonstitutMNial  or  otherwise, 

25  which  states  explicitly  and  by  its  terms  that  such  State  does 
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1  not  wuit  the  inwisioiu  of  this  part  to  apply  with  respect  to 

2  credit  extension!  subject  to  the  laws  of  such  State,  except 

3  diat  such  provigions  shall  appl;  to  any  credit  extended  on  or 

4  after  tuoh  date  pursuant  to  a  oommitment  to  extend  sudi 

5  credit  which  was  entered  into  on  or  after  April  1,  1980,  and 

6  prior  to  such  later  date. 

7  "(c)  Credit  shall  be  deemed  to  be  extended  during  the 

8  period  to  which  the  provisions  of  this  part  apply  if  such  credit 
8  extenmon — 

10  "(IHAHO  is  funded  or  made  in  whole  or  in  part 

11  during  such  period,  regardless  of  whether  pursuant  to  a 

12  conunitment  or  other  agreement  therefor  made  prior  to 
18  April  1,  1980; 

14  "(ii)  was  made  prior  to  or  on  April  1,  1980,  and 

15  bean  or  provides  for  interest  during  such  period  on  the 

16  outstanding  amount  thereof  at  a  variable  or  flnetuating 

17  rate;  or 

18  "Gii)  is  a  renewal,  extension,  or  other  modificati<m 
18  of  an  extension  of  credit  made  prior  to  April  1,  1980, 
20  and  such  renewal  or  extension  or  other  modification  is 
31  nude  during  such  period  with  the  written  consent  of 
22  any  person  obligated  to  repay  such  credit;  and 

28  "(B)&    has    an    original    principal    amount    (rf 

24  $26,000  or  more  ($1,000  or  more  on  or  after  the  date 

36  of  enactment  of  the  Housing  and  Community  Develop- 
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1  msnt  Act  irf  1980  or  u^  Mnoant  on  or  aftor  the  oflee- 

2  tivfl  date  irf  the  Credit  DeregnUlion  and  Arailabili^ 
S  Aot  of  1983);  or 

4  "Qi)  u  part  of  s  Mriea  of  advuioes  if  the  aggre- 

5  gate  of  all  nmu  advanced  or  agreed  or  contemplated  to 

6  be  advaooed  pursuant  to  a  oonumtment  or  other  agree- 

7  ment  therefor  is  $2S,000  or  oiore  ($1,000  or  more  on 

8  or  after  the  date  td  enactment  of  the  Housing  and 

9  Community  Development  Act  of  1980  or  any  amount 

10  on  or  after  the  effeetiTe  date  of  the  Credit  Deregula- 

11  tion  and  ATailabOi^  Act  of  198S);  or 

13  "(2)  ii  a  renewal,  extennon,  other  modification  or 
18  use  of  a  credit  agreement  or  extension  made  during 

14  such  period,  including  an  agreement  entered  during 

15  that   period   that   oontemplatet   future    eztensiona   aS 

16  credit  from  time  to  time  in  which  the  charges  that  are 

17  assessed  for  or  in  connection  with  credit  are  calculated 

18  from  time  to  time,  in  whole  or  in  piart,  on  the  basis  of 

19  the  outstanding  balance  and  the  credit  is  extended  not 

20  later  than  ei^teen  ouxitha  after  the  efEective  date  of 
31  the  State  law  or  certification.". 

22  ooNSuiaB  CBunr 

38  Sbc.  8.  Title  V  of  Uw  Depository  Institutions  Deregula- 

34   tkm  and  Hooetaiy  Control  Act  of  1980  (94  Stat  161;  FuUie 
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1  Law  96-221)  ia  ameoded  by  adding  at  the  end  thereof  the 

2  folhnring  new  part: 

3  "Past  D — Consdmbb  Gbbdit 

4  "oonsuhbb  ckbdit 

5  "Ssc.  531.  The  {nxmaioiu  of  tlw  constitutioii  or  laws  of 

6  any  State  prohibidng,  restricting,  or  in  any  way  limiting  the 

7  rate,  nature,  type,  amount  of ,  or  the  manner  (rf  calculating  at 

8  providing  or  contracting  for  covered  charges  that  may  be 

9  charged,  taken,  reeeired  or  naenei  shall  not  a^ply  to  an 

10  extension  of  oonsumer  credit  made  by  a  creditor, 

11  "DBFINinONS 

12  "Sbc.  532.  (a)  As  used  in  this  part— 

18  "(1)  the  term  'covered  charges'  means — 

14  "(Ai  interest,  discount,  points,  a  time  price 

15  differential,  or  any  similar  fees,  charges,  or  other 

16  otHnpensatiiHi  paid  to  the  creditor  and  arising  out 

17  <rf  the  credit  agreement  or  transaction  for  the  use 

18  of  credit  or  credit  serrioea.  The  term  shall  not  in- 

19  chide,  however,  fees,  charges  or  other  amounts 
80  paid  to  the  creditor  or  arising  out  of  the  credit 
31  agreement  or  transaction  that  are  paid  or  arise 
32 .  Kdely  as  the  result  of  the  failure  or  refusal  of  the 
38  debtor  to  comply  with  the  terms  and  conditions  of 

54  the  dflbtiK's  agreement  with  the  creditor,  include 

55  ing  without  limitation  the  fact  that  the  obligation 
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1  is  not  repaid  in  momtUikw  with  the  payment 

2  schedule;  ud 

3  "(B)  fees  or  ctu^s  paid  for  die  avulabili^ 

4  of  credit,  payment  mechanism  services,  or  for  sim- 

5  ilar  purposes,  including  periodic,  transaction  and 

6  access  fees; 

7  "(2)  die  term  'credit'  includes  all  secured  and  un- 

8  secured  loans,  credit  sales,  forbearances,  advances,  re- 

9  newals   and   other   extensions   of  credit,   all  without 

10  regard  to  the  nature  of  any  property  that  mi^t  secure 

11  its  repayment; 

12  "(8)  the  term  'creditor'  means  any  person  that 
18  regularly  rnaies  extensions  of  consumer  credit,  which, 
14  for  purposes  of  this  definition,  shall  include  extensions 
16  (^  credit  that  are  subject  to  the  provisions  of  section 

16  601W  of  this  title.  A  person  is  not  a  'creditor'  with 

17  respect  to  a  spedfio  extension  of  consumer  credit  if, 

18  except  for  this  part,  in  order  to  assess  or  collect  cov- 

19  ered  charges  in  connection  with  that  transaction,  the 

20  person  would  be  required  to  oomply  with  licensing  re- 

21  quirements   imposed   under   State    law,    unless    such 

22  person  is  hoersed  under  applicable  State  law  and  such 

23  person  remains,  or  becomes,  subject  to  the  applicable 
84  r^fulatory  requirements  and  enfonement  mechanisms 
25  provided  by  State  law;  and 
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1  "(4)    the    tenn    'exttoaion   of   consumer   credit' 

3  meuis  any  credit  extended  to  ft  natural  pereon  primar- 
8  ilj  for  personal,  family,  or  household  purposes,  except 

4  that  it  does  not  include  credit  suhject  to  the  jHtmsions 

5  of  section  601(a)  or  dllW  of  this  title. 

6  "APPUCABnJTT 

7  "8bc.  533.  (a)  Except  as  provided  in  subsection  (b)  of 

8  this  section,  the  prorisions  of  section  531  shall  apply  with 

9  respect  to  any  extension  of  consumer  credit  made  by  a  credi- 

10  tor  on  or  after  the  effective  date  of  the  Credit  Deregulation 

11  and  Availability  Act  of  1983. 

12  "(bMl)  'The  provisions  of  section  531  shall  not  apply  to 

13  any  extension  oi  consumer  credit  in  any  State  made  on  or 

14  after  the  effective  date  (if  such  effective  date  occurs  on  or 

15  after  the  effective  date  ot  the  Credit  Deregulation  and  Avul- 

16  ability  Act  of  1983  and  prior  to  a  date  three  years  after  such 

17  effective  date)  of  a  State  law  or  a  certiScation  that  the  voters 

18  at  such  State  have  voted  in  favor  of  any  provision,  conatitu- 

19  tional  or  otherwise,  which  states  exphcitly  and  by  its  terms 

30  that  such  State  does  not  want  the  provisions  of  th<s  part  to 

31  ai^ly  with  respect  to  extensions  of  consumer  credit  subject  to 
22  the  laws  of  such  State,  except  that  such  proviskms  shall 
28  sVP'y  to  "'y  consumer  credit  extended  on  or  after  such  date 
34  pursuant  to  an  agreement  to  extend  '  uc^  credit  which  was 
25  eiUored  into  on  or  after  the  effective  date  of  the  Credit  De- 
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1  regulation  and  Availabili^  Act  of  1983  and  prior  to  such 

2  later  date. 

3  "(2)  Credit  shall  be  deemed  to  have  been  extended 

4  during  the  period  to  which  the  provisions  of  this  part  apply,  if 

5  it— 

6  "(A)  is  funded  or  extended  in  whole  or  in  part 

7  during  such  period,  regardless  of  whether  pursuant  to  a 

8  commitmeDt  or  other  agreement  therefor  made  prior  to 

9  thtf  period; 

10  "(B)  was  made  prior  to  such  period  and  bears  or 

11  provides  for  covered  charges  that  may  vary  or  fluctu- 

12  ate  during  that  period; 

13  "(C)  is  a  renewal,  extension,  or  other  modification 

14  of  a  credit  extension  made  before  such  period  and  such 

15  renewal,  extension  or  other  modificatitm  is  made  during 

16  such  period  with  the  written  consent  of  any  person  ob- 

17  ligated  to  repay  such  credit;  or 

18  "(D)  is  extended  in  accordance  with  an  agreement 

19  entered  into  prior  to  the  effective  date  of  the  State  law 

20  or  certification  that  contemplates  future  extensiors  of 

21  consumer  credit  from  time  to  time  in  which  the  cov- 

22  eied  charges  are  calculated  tnm  time  to  time,  in  whole 

23  or  in  part,  on  the  basis  of  the  outstanding  balance  and 

24  the  credit  is  extended  not  later  than  eighteen  months 
35  after  the  effective  date  of  the  State  law  or  certification. 
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1  "(e)  Any  law  or  certific&tion  adopted  b;  s  State  or  its 

3  voters  pursuant  to  subsection  (b)  of  this  section  may  specify 
S  Uiat  portion  of  the  extensions  of  consumer  credit  nude  in 

4  such  State,  or  those  types  or  kinds  of  covered  charges,  to 

5  which  the  provisions  of  section  531  will  not  apply. 

6  '  'INTB  BPBBTl  VK  AUTHOBITT 

7  "Sbo.  634.  (a)  The  Board  of  Ooveniors  of  the  Federal 

8  Reserve  System  is  authorized  to  publish  Board  interpreta- 

9  tions  regarding  the  scope  and  application  of  section  531  of 

10  this  part  Upon  its  own  motion  or  upon  the  request  of  any 

11  creditor.  State,  or  other  interested  party  which  is  submitted 

12  to  the  Board  in  accordance  with  procedures  it  establishes, 

13  within  one  hundred  and  twenty  days  the  Board  shall  issue  an 

14  i^cial  interpretation  regarding  the  scope  of  section  531  and 

15  its  relationship  to  specific  provisions  of  State  law,  or  shaU 

16  make  public  a  Board  determination  (aooompanied  by  an  ap- 
IT  propriate  explanation)  that  the  question  presented  does  not 

18  involve  a  significant  issue  or  does  not  affect  a  substanliBl 

19  number  of  creditors  or  extensions  of  consumer  credit. 

20  ''(b)  No  provision  of  the  constitution  or  laws  of  any 

21  State  imposing  any  liability,  penalty,  or  forfeiture  shall  apply 

22  to  any  act  done  or  omitted  in  good  futh  in  conform!^  with 
28  any  interpretation  under  this  section  by  the  Board,  notwith- 
24  standing  that,  after  such  act  or  omission  has  occurred,  such 
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1  interpretation  is  amended,  rescinded,  or  detennined  by  jndi- 

2  cial  or  other  authority  to  be  invalid  for  any  reascHL". 

3  FBDBKAL  CBBDIT  UNIONS 

4  Sec.  4.  Section   10T(5)(A)(Ti)  of  the  Federal  Credit 
6  Union  Act  (12  U.S.C.  1767(5)(A)(vi))  is  amended  to  read  ta 

6  follows: 

7  "(tO  rates  of  interest  shal]  be  estab- 

8  lished  by  the  board  of  directors  of  the  Feder- 

9  «l  credit  umon;". 

10  BFFBCTITB  DATS 

11  Sbc.  5.  This  Act  shall  take  effect  upon  its  enactment. 
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The  Chairman.  Mr.  Secretary,  please  proceed. 

STATKMKNT  OK  BKRVL  SPKINKKL.  INDKR  SKCRKTARY  FOR 
MONETARY  AFFAIRS.  U.S.  DEPARTMKNT  OF  THE  TREASIRY. 
ACCOMPANIED  KY  (;ORIH>N  EASTKl'KN,  DIRECTOR.  OFFICE  OF 
FINANCIAL  INSTITITIONS  POLICY 

Mr.  Sprinkel.  Mr.  Chairman  and  members  of  this  distinguished 
committee,  I  appreciate  this  opportunity  to  review  with  you  S.  730, 
the  Credit  Deregulation  and  Availability  Act  of  1983,  a  bill  to 
remove  State  and  Federal  usury  ceilings  on  credit  transactions. 

This  legislation  is  important  to  consumers  and  im[x>rtant  to  the 
efficient  and  equitable  operation  of  our  financial  markets. 

S.  730  would  broadly  preempt  State  and  Federal  usury  ceilings 
on  business,  £igriculture  and  consumer  loans,  but  would  include  a 
provision  which  would  retain  State  consumer  protection  laws  and 
lender  licensing  requirements.  Such  laws  and  regulations  ensure 
that  consumers  receive  credit  terms  that  are  fair  and  fully  dis- 
closed. 

In  his  April  6  testimony  before  this  committee  on  the  current 
economic  and  competitive  conditions  in  our  financial  markets,  the 
Secretary  of  the  Treasury  testified  in  favor  of  preempting  usury 
ceilings  on  all  types  of  credit.  He  stated  that  "the  administration 
believes  that  usury  ceilings  only  distort  financial  markets  and 
credit  flows  and  do  not  reduce  the  cost  of  credit  to  the  economy." 

Thus,  the  administration  strongly  supports  the  fundamental 
principles  underlying  S.  730.  It  favors  the  broad  approach  of  this 
bill,  which  would  further  the  deregulation  of  the  cost  of  credit 
begun  by  the  Depository  Institutions  Deregulation  and  Monetary 
Control  Act  of  1980.  In  addition,  the  administration  strongly  sup- 
ports the  provision  in  S.  730  which  would  give  the  States  the  abili- 
ty to  override  any  usury  ceiling  preemption  for  a  3-year  period 
after  the  effective  date  of  the  act  and  which  would  continue  to 
exempt  from  coverage  State  usury  laws  enacted  under  the  similar 
override  provision  of  the  Der^ulation  Act  of  1980. 

I  would  like  to  take  this  opportunity  to  address,  in  a  general 
way,  the  adverse  impact  usury  ceilings  have  on  our  economy. 

ADVERSE  IMPACT  USURY  CEIUNGS  HAVE  ON  ECONOMY 

Although  usury  laws  are  intended  to  protect  small  and  low- 
income  borrowers  from  unscrupulous  lenders  who  might  otherwise 
charge  excessive  interest  rates,  they  have  unintended  and  adverse 
effects  on  borrowers,  financial  institutions,  and  the  public  at  large, 
particularly  during  periods  of  inflation  and  contracted  credit  avail- 
ability. When  marxet  interest  rates  are  above  usury  ceilings,  many 
borrowers  are  unable  to  obtain  loans  from  commercial  banks  or 
other  financial  institutions.  Those  first  denied  credit  are  generally 
the  high-risk  and  low-income  borrowers.  When  lenders  are  unable 
to  charge  rates  sufficiently  to  yield  a  reasonable  rate  of  return, 
they  generally  stop  or  substantially  curtail  lending  to  such  mai^n- 
al  borrowers.  Should  a  lender's  cost  of  funds  exceed  the  prevaiung 
usury  ceilings,  all  consumer  lending  may  be  expected  to  cease.  Bor- 
rowers are  then  forced  to  rely  on  unprincipled  lenders  for  loans 
made  above  usury  rate  limits  or  seek  nonmarket  Bourcea  of  credit, 
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such  as  family  or  friends.  Alternatively,  where  State  ceilings  are 
too  restrictive,  borrowers  may  resort  to  out-of-State  sources  for  nec- 
essary credit. 

Equally  important,  usury  ceilings  and  other  arbitrary  restric- 
tions that  limit  credit  availability  tend  to  affect  employment  ad- 
versely and  dampen  economic  growth.  For  example,  in  States  with 
constitutionally  mandated  interest  rate  limits,  the  economy  almost 
always  grows  more  slowly  than  the  national  economy.  When 
market  interest  rates  rise  above  the  State  usury  ceilings.  In  h^h 
interest  rate  periods,  many  automobile  dealers,  appliance  stores, 
and  other  businesses  that  rely  on  consumer  credit  go  out  of  busi- 
ness or  have  to  move  across  the  State's  borders.  Clearly,  more  than 
just  inefficiency  and  inconvenience  result  from  such  locational  pat- 
tern changes. 

Usury  ceilings  are  also  inconsistent  with  congressional  efforts  to 
restructure  our  financial  institutions  which  began  with  the  passage 
of  the  Depository  Institutions  Deregulation  and  Monetary  Control 
Act  of  1980. 

This  act,  along  with  providing  for  the  phaseout  of  federally  ad- 
ministered interest  rate  ceilings  on  deposits,  expanded  the  asset 
powers  of  thrift  institutions  to  include  consumer  lending.  For  ex- 
ample, one  of  the  reasons  Congress  authorized  consumer  lending 
activities  at  savings  and  loan  associations  was  to  help  alleviate  the 
severe  profit  volatility  problems  of  these  institutions  due  to  the  ma- 
turity imbalance  between  their  assets  and  liabilities.  It  was  be- 
lieved that  the  shorter  maturity  of  consumer  loans,  compared  with 
the  maturity  of  mortgage  loans,  would  provide  more  Etsset  yield 
flexibility  at  these  institutions  and  thus  reduce  profit  squeezes 
during  high  interest  rate  periods.  The  Garn-St  Germain  Depository 
Institutions  Act  of  1982  built  upon  this  concept  when  it  expanded 
the  consumer  lending  authority  of  savings  and  loan  associations 
and  gave  them  limited  commercial  lending  powers. 

However,  these  institutions  are  discouraged  from  taking  advan- 
tage of  their  newly  acquired  powers  when  usury  ceilings  require 
them  to  make  loans  at  interest  rates  that  are  below  tne  cost  of 
their  deposits.  With  the  eventual  elimination  of  all  deposit  interest 
rate  limitations,  changes  in  the  average  cost  of  funds  to  all  deposi- 
tory institutions  will  reflect  more  closely  changes  in  market  rates 
of  interest.  If  banks  and  other  financial  institutions  are  to  main- 
tain their  long-term  viability,  they  must  be  able  to  adjust  their  in- 
terest charges  and  fees  in  res[>onse  to  changes  in  their  cost  of  funds 
and  operating  expenses.  The  ability  of  depository  institutions  to 

fiay  market  rates  to  depositors  is  necessarily  dependent  upon  sim- 
iar  flexibility  in  their  authority  to  charge  such  rates  on  their 
loans. 

Finally,  State  usury  ceilings  are  quickly  becoming  ineffective  in 
a  financial  system  which  is  increasingly  national  in  scope.  Individ* 
uals  in  any  State  may  use  bank  credit  cards  issued  by  banks  in  an- 
other State  and  therefore  be  subject  to  the  less  restrictive  usury 
ceilings.  Similarly,  lenders  in  a  State  subject  to  low  usury  limits 
may  purchase  out-of-State  loems  or  may  sell  other  loanable  funds  in 
unregulated  national  markets,  such  as  the  interbank  Federal 
Funds  Market.  These  examples  indicate  that  some  individuals  and 
institutions  are  able  to  circumvent  or  adapt  to  usury  ceilings,  while 
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crtbers,  usually  the  poor  or  less  MphiBticated  borrowers,  suffer  from 
their  impact.  Since  changes  in  uie  financial  markets  have  made 
State  control  of  the  cost  of  credit  ineffective,  tiie  administration 
supports  a  Federal  preemption  of  all  usury  ceilings  as  long  as  the 
preemption  includes  a  provision  which  gives  Stat^  an  opportunity 
to  reinstate  the  usury  ceiling  any  time  within  the  next  3  years. 

USUBY  LAWS  DKSIONEO  TO  PBOTSCT  BORROWSKS 

Usury  laws  historically  have  been  designed  to  protect  borrowers 
from  unfair  lending  practices.  The  administration  feels,  however, 
that  current  State  and  Federal  consumer  protection  lam  satisfy 
this  important  social  goal  more  effectively  and  are  less  disruptive 
to  the  nnancial  markets  than  usury  ceilings.  This  committee  will 
hear  evidence  of  unscrupulous  lending  practices  in  States  which 
have  enacted  broad  credit  der^ulation  lawB.  Increased  consumer 
sophistication  and  competition  among  financial  institutions  in  the 
consumer  loan  market  provides  sufficient  protection  to  consumers 
against  unfair  interest  rates  in  most  parts  of  the  country.  However, 
in  those  areas  of  the  country  where  credit  markets  are  not  yet  rea- 
sonably competitive,  a  need  remains  for  specific  saf^uards  to  pro- 
tect the  unwEiry  borrower. 

Therefore,  l^islation  preempting  State  usury  ceilings  should  in- 
clude specific  provisions  retaining  the  consumer  safeguards  devel- 
oped by  States.  The  area  of  proper  consumer  safeguards  involves 
veiy  technical  and  complex  issues.  And  we  would  hope  that  Con- 
gress would  consult  with  experts  on  the  subject  in  the  Federal  reg- 
ulatory agencies.  The  administration  supports  the  proposal  in 
S.  730  to  repeal  the  statutory  provision  mflintnining  Federal  rate  oeU- 
ings  on  Federal  credit  union  loans.  Since  Federal  credit  unions 
must  pay  market  rates  to  attract  deposits,  they  should  not  be  limit- 
ed as  to  the  rates  they  can  charge  on  loans. 

Current  Federal  law  states  that  federally  insured  depositoiy  in- 
stitutions, when  setting  loan  rates,  may  charge  the  greater  of  the 
rate  of  interest  allowed  by  a  State  where  the  institutions  are  locat- 
ed or  a  rate  not  more  than  1  percent  in  excess  of  the  discount  rate 
on  90-day  commercial  paper  in  effect  at  the  Federal  Reserve  bank 
in  the  Federal  Reserve  district  where  such  bank  is  located. 

While  this  alternative  Federal  ceiling  is  sm  advantage  where 
State  usury  ceilings  require  lower  rates,  in  general  the  administra- 
tion believes  that  any  federal  ceiling  is  as  inappropriate  as  any 
State  ceiling. 

In  the  current  environment  of  low  inflation  and  declinirig  inter- 
est rates,  fixed-rate  usury  laws  are  usually  of  little  significance. 
However,  in  high-inflation,  high-interest-rate  periods,  they  tend  to 
hurt  borrowers  by  restricting  the  availability  of  credit  or  by  en- 
couraging abuses  by  unr^ulated  lenders.  In  addition,  they  are  in- 
consistent in  any  environment  with  recent  legislation  providing  for 
the  phase-out  of  interest  rate  ceilings  on  deposits,  which  will  result 
in  savers  earning  market  rates  on  their  deposits.  If  institutions  are 
to  pay  market  rates  to  savers,  they  must  be  able  to  charge  market 
rates  to  borrowers  or  they  will  not  be  able  to  remain  viable. 

In  conclusion,  since  the  administration  supports  the  removal  of 
all  usury  ceilings,  we  are  supportive  of  S.  730,  including  those  pro- 
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visions  that  contain  the  3-year  state  override  and  the  retention  of 
State  laws  concerning  coiuumer  safeguards. 

Mr.  Chairman,  that  concludes  my  testimony.  I'll  be  pleased  to 
answer  any  questions  the  committee  may  have. 

[Complete  statement  follows:] 
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fOK  RELEASB   UPOW   OEUVBRt 
Bipact*d   at   9i00  «.■• 
April    12,    19S3 


STATBMBNT  OF 

THE   H0H[HIABU    URXL  N.    SPRIKKBL 

UNDER  SECRETMtT   FOR  MOMETART  AFFAIRS 

U.S.   TRBASURI   DEPARTIIBIIT 

BEFORE   THE 

SENATE   COMHITTEE  ON  BANKING,    HOUSING  AMD  URBAN  AFFAIRS 


Hr.   Chalraan  and  BMOan  of    this  diatlngulshad  CwBlttaa, 
I   appraciat*  this  opportunity   to  ravlaw  with  you  S.   730,   th* 
'Credit  Deregulation  and  Availability  Act  oC    1983',    a   bill    to 
reaove   state   and  Federal  usury  cellinge  on  credit   tranaactlona. 
This  legislation  is   IwpoEtant  to  coneuiwrs  and  iaportant  to  the 
efficient  and  equitable  operation  of  our  (Inanclal  >arketa. 

S,  730  would  broadly  pcee*pt  state  and  Federal  usury  celllnga 
on  business,  agriculture  and  consunar  loans  but  would  Include 
a  provision  which  would  retain  state  consu>er  protection  laws 
and  lander  llcenaing  requtreaents.  Such  laws  and  regulations 
insure  that  consuiwrs  receive  credit  teras  that  are  fair  and 
fully  disclosed. 

In  his  April   6   teatlaany  before   this  Coulttee  on   the 
current  econoaic  and   conpetitlve   conditions    in   our   financial 
■arkats,    the   Secretary  of    the  Treasury   testified    in   favor  of 
preempting  usury  celllnga  on   all    types   of   crsdlt.      He  stated 
that  the  Adalnlstratlon  believes  that  usury  ceilings  only  distort 
financial   »arkets  and  credit   flows  and  do  not  reduce   the  cost  of 
credit   to   the  econcaiy. 
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Thus  th*  Adalnlstrat ion  atrongly  supports  th«  fundsasntsl 
principles  underlying  S.    710.      It   favors   th«  broad    approach 
of    this  bill  which  would  furthar   tlM   daragulation   o(    tn«   coat   of 
credit  begun   by  the   Depository    Institutions    Deregulation   and 
Monetary  Control   Act   of   19e0.      in   addition,    the   Adninlstraclon 
strongly   supports    the   provision    In  s.    730  which   would   give 
•tatss   the  ability   to  ovsrrids  any  usury  ceiling   preenptlon 
for  a   three  year  period   after    the  effective  date  of    the  Act 
and  which  would   continue    to  CNeapt    fra  coverage   stats  usury 
laws  enacted   under   the   slallar  override  provision  of    the 
Deregulation   Act  of    19S0. 

IMPACT  or   USURY   CEILIHGS 

I   would   like   to    take    this  opportunity   to  address    in   a 
general  way   the   adverse    iapsct  usury  ceilings  have  on  our 

Although   usury   laws   are    intended   to  protect   saall   and 
low-lncooe  borrowers    fro  unscrupulous   lenders  who  sight 
otherwise   charge   excessive    Interest  ratea,    they   have   unintended 
and   adverse   effects   on  borrowers,    financial    institutions,    and 
the  public  at   large,    particularly  during  periods  of    Inflation 
and  contracted   Credit   availability.      When  purket    interest    rates 
are    above   usury  ceilings,    auny   borrowers    are  unable   to  obtain 
loans    from  ccMnerclal   banks  or   other  financial   Institutions. 
Those   first  denied   credit  are   generally   the   high-risk  and 
low-lncone   borrowers.      When    lenders   are  unable   to  charge 
rates   sufficient   to  yield   a    reasonable    rate  of    return,    they 
generally  stop  or   substsntlally  curtail    lending    to  such  Barginal 
borrowers.      Should  a   lender's   coat  of   funds  exceed   the   prevailing 
usury  ceillngsi    all   consuaer   lending  aay  be    expected    to   cease. 
Borrowers   sre   then   farced   to   rely  on  unprincipled    lenders    for 
loans   made    above    usury   rate    Units   or    seek   nonmarket    sources  of 
credit   such   as    family  or   friends.      Alternatively,    where    state 
ceilings   are   too  restrlctivei    borrowers  >ay  resort   to  out-ot-stste 
sources   tor  necessary  credit. 

Bquslly    iaportant,    usury  ceilings  and  other  srbltrary 
restrictions   that   Unit  credit   availability   tend   to  affect 
enploynent  adversely   and  dampen  econcMic  growth,      for  exaapla, 
in  states  with   constitutional  ly'asndsted   interest   rate   Halts 
the   economy   almost    alvays   grows    more    slowly   than    the   national 
econoay   when  market    Interest   rates   rise   above    the  state  usury 
ceilings.      In  high    Interest   rate   periods  many   autoaobile  dealers, 
sppllsnce   stores  and   other   buslnssses   thst   rely  on  consuaer 
credit  go  out  of   business   or  hsve   to  move   acroas   the   state's 
borders.      Clearly,    aore   than   just    inefficiency  and   Inconvenience 
reault    froa  such   locatlonal   patterns. 
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PAST    DEREGULATIOW    EFFORTS 

>  also  lneenalat«nt  with  Cong rasa lonal 
our  financial   inatitutlona  iriilch  bagan 
with  the    passage  of    th«  Depository   Inatltutlona   Daragulatlon 
and    Honet«rv  Control  Act   of    1980.      Thia  Act,    along  with  providing 
for   the   phasQout   of    Federally  adKlnlatarad   Interaat   rata  callinge 
On   deposits     expanded   tha  aaaet  powara   of    thrift    inatltutlona   to 
Include  conauiwr  landing.     For  asaMpla,   ona  of   tha  raaaona  Con- 
greaa   authorlaad  conatMar   landing  activities  at  aavlnga  and    ^oan 
asaoclatlons  Maa   to  help   allavlata    the  aavare  profit  volatll    ty 
prablaaa   of   these    Institutions  dus   to   tha  swturity    iBbalanct 
between  their  assets  and   liabilities.      It  was  believed   I'lat       >e 
shorter  Maturity  of  conauaar  loana    (coapared  with   the  ■; - uri     ' 
of  Bortgaga   loans)    would  provide  aore   asset  yield  tlaai^    lit 
at  these  institutions  and  thus  reduce  profit  aquaaiaa  during 
high  intareat  rate  perloda.     The  Csrn-St  Germain  Oapoaltory 
Instltutiona  Act  of   1902   built  upon   this   concept   when    it   exp   ided 
the   conauaer   lending   authority  of   savings   and    loan   associati    na 
and   gave    them  lin   ted  cosunrclal    landing   powers        However,    t.  eaa 
Institutions   aire  discouraged   froB  taking  advantage    of    their 
newly    acquired   powers   when  usury  callinge   require   them  to  u»k» 
loana    at    intareat    rates    that   are  balow  the  cost  of    their  daposita. 
With   the   eventual   elimination    of   all   depoait   interest    rate    liai- 
tatlons,    changes    In    the    average   cost  of    funds   to  all   depository 
institutions  will   reflect  nore   closely   changes    in  aarket   rates 
of    interaat.      If   banks  and    otfier   financial    instltutiona   ere   to 
>alntain   their   longtera  viability,    they  nust   be   able    to   adjust 
their   interest  charges   and   fees    in    response    to  changes    In   their 
cost   of   funds  and  operating  expenaas.      The  ability  of  depoaltory 
Institutions  to  pay  aarket  rates  to  depoaitora   la  necessarily 
dependent  upon  aisillar   flexibility   in   their  authority    to   charge 
such   rates  on   their   loans. 

Finally,    atata  uaury  eaillnga   are  quickly  becoailng 
Ineffective    In  a   financial  systoa  which   is   increasingly   national 
In  scope,     individuala   In  any  atata  aay  use  bank  credit  carda 
iaauad  by  banks    In  another  atata  and   therefore  be   aubject   to 
the   leas  raatrictive   uaury  eaillnga.      Similarly,    landera    In 
a  atata  subject   to   low  usury   limits  may  purchase   out-ot-atate 
loans  or  May   sell    their   loanable    funda   In  unregulated   national 
■arketSi    sudi  sa  the    interbank   Federal   funds  market.      Theaa 
axaaplea   Indicate   that  aoae    individuals   and    institutions   are 
able    to   circumvent  or  adapt   Co  usury  ceilings,    while  others 
(ilsually   the  poor  or    less   sophisticated  borrowers)    suffer   from 
their    Impact.      Since   changes    In   the   financial  markata   have  made 
state  control   of    tha  coat  of  credit    Ineffective,    the  Admlniatra- 
tlon   aupports   a  Federal   preanptlon   of    all  usury  celllnga  aa  long 
as    the  preemption   Includes   a  provision  which  gives  states  an 
opportunity   to  reinstate  the  usury  ceiling  anytime  within   the 
next  three  yaara. 
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CQMSOWEB   PROTECTIOM 

Usury    laws  hlatorlcally  hava   baan  daaignad    to  protact 
borrowers    from  unfair   landing  practlcaa.      The  AdnlTiiatratlan 
faala,    howeucri    that  currant   atata  and   Padarsl    conauMC 
protaction    law*   aatlsty  thla    important   aoclal    goal   nora 
e((ect  vely   and  are    less  disruptive    to  tJ»«   financial  iwrtata 
than  usury  callings.      This  Comnittee  will   haar  evldenca   of 
unscrupulous   lending   practices    In  states  which  hava   anact*d 
broad   credit   daregutatlon  laws.      Incraasad  consuawr   sophistication 
and   conpatltlon  a>ong    financial    inatltutlona    In  the   consutMr 
loan  varket    provide    sufficient   protection   to  consuMers   agalnat 
unfair    intereat   rates    in  Bu>st  psrts  of   the   country.      Kowaveri 
in  those  areas  of   the  country  where  credit  aarkata  are  not  yat 
reasonably  coapatitlvei   a    need   raaains   tor  specific  safeguards 
to  protect   the  unwary  borrower. 

Theratore,    legislation  preempting  state  uaury  ceilings 
should    Include  specific   provisions   retaining   the  consumer 
safeguards  developed   by   ststes.      The  area  of   prt^er  consuBsr 
safeguards    involves   very   technical   and  coeplex    isauas   and 
we  would  hope    that  Congress  would  consult  with  experts  on 
this   subject    in  the   Federal    regulatory   agencies. 

A   rSDEBAL   USURY   CEILING 

The  Administration  supports    the   proposal    In  S.    730   to  repeal 
the    statutory    provision  maintaining   Federal   rate  ceilings  on 
Federal   credit   union    loans.      Since  Federel    credit  unions  Bust  pay 
■arket   rates    to  attract  deposits,    they  should  not   be   llaitad 
as    to   the   rates   they  can  charge  on   loans. 

current  Federal   law  statee   that  Federally  insured  depository 
institutions  when  sattlng    loan  rates  may  charge   the  greater  of 
the   rate   of    interest   allowed  by  a   state  where    the   institutions 
are   locsted  or  a   rate   not  more   than  one  percent    in  excesa   of    the 
discount  rate   on  nlnaty-day  ccBaercial   paper   in  effect  at    the 
Federal    Reaerve   bank    In   the  Federal    Reserve   district  whsre   such 
bank    is   located.      Mhlle   this   alternative   federal   celling    is   an 
advantage  where  state  usury  ceilings   require   lower  rateSi 
in  general    the  AdMinistrstion  believes    that  any  Federal   calling 
is  as    inappr^rlate   as  any   state  ceiling. 


jdbyGoOglC 


RECOMMBIIMTIOM 

In  th*  currant  envlroiMMnt  at  low  inflation  and  dacllnlng 
intareat   ratea,    flxad-cat*  uaury   lawa  ara  usually  of  ^Ittls 
stgniflcanca.      Howavar.    in  high   inflation/high    Intereat  rata 
parioda   they   tand   to  hurt  borrowara   by  reatrlctlng   tha   availability 
of   credit  or   by  ancouraging   abuaea  by  unregulated    landara.      in 
addition,    they  are    Inconalstant    In  any  anvlroriaant  with   recent 
lagislatlon  providing   for   the  phase  out  of    Interaat   rata  ceillnga 
on   daposlts   lAich  will    reault   in  aavara  earning  aarkat   cat**  on 
thair  deposita.      If    inatltutlons   are  to  pay  market   rataa   to 
aavara,    thay  nuat  be  able   to   charge  aarkat   rataa    to  borrowers 
or  they  will  not  be  able   to  ravaln  viable. 

In  conclusion,    since  the  Jutalnlstratlon  supports   tha   removal 
of   all   usury  callings,    we  are  supportive  of   S.    730,    Including 
those   provisions  that  contain  tha  three  year  state  override  and 
the   ratantlon  of    state    laws  concerning   consumer  safeguards. 


The  Chairman.  Thank  you,  Mr.  Secretary. 

On  page  2  of  your  statement,  you  note  the  adverse  impact  that 
usury  ceilings  have  on  economic  growth  and  the  fact  that  during 
high  rate  periods  businesses  will  move  across  State  lines  as  the 
result  of  such  ceilings.  You  state,  and  I  quote,  "More  than  just  inef- 
ficiency and  inconvenience  result  from  such  locational  patterns." 

Would  you  discuss  other  economic  implications  of  competitors 
having  to  make  business  decisions  beised  on  binding  rate  ceilings 
rather  than  market  forces? 

Mr.  Sprinkel.  Some  competitors  will  be  unable  to  get  financing, 
or  some  of  the  customers  will  be  unable  to  get  flnancing.  If  their 
sales  go  down  and  their  profits  are  eliminated,  they  will  either 
have  to  move  into  a  State  where  usury  ceilings  do  not  exist  or  And 
a  more  expensive  way  of  attracting  clients.  This  means  uprooting 
businesses,  people,  jobs.  It  creates  an  inefBciency  that,  in  my  opin- 
ion, could  readily  be  avoided,  if  we  did  not  have  the  usury  ceiling. 
Both  the  borrower  and  the  business  that  sells  goods  or  services  to 
that  borrower,  are  at  a  disadvantage  if  they  can  t  get  credit. 

The  Chairman.  Like  Arkansas,  with  the  10  percent  constitution- 
al limit,  where  it's  simply  dried  up  a  good  deal  of  the  Arkansas 
market  and  made  it  virtually  impossible  for  them  during  the 
period  of  high  interest  rates. 

Over  the  long  run,  wouldn't  you  assume  that  interest  rate  ceil- 
ings rather  than  reducing  the  cost  to  borrowers  would  increase 
costs  not  only  to  borrowers  but  to  consumers  as  well? 

Mr.  Sprinkel.  Yes  sir,  I  would,  because  it  leads  to  efforts  to  get 
funds  which  ultimately  are  more  costly  than  the  funds  they  would 
have  been  able  to  obtain  if  the  ceiling  were  not  there.  Incidentally, 
Mr.  Chairman,  there  are  some  good  studies,  that  have  attempted  to 
measure  the  impact  of  the  usury  ceilings.  One  was  a  study  written 
by  Harold  Nathan,  entitled  "Economic  Analysis  of  Usu^  Laws:  An 
^pirical  Study,"  published  in  the  Journal  of  Bank  Research  in 
1979.  Another  by  Richard  Gustely  and  Harry  Johnson,  entitled 
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"Impact  of  the  Tennessee  Constitutional  Usury  Limit  on  the  Ten- 
nessee Economy,"  written  in  June  1977  and  published  by  the  Uni- 
versity of  Tennessee. 

These  studies  that  we  have  found  certainly  are  consistent  with 
what  you  would  expect,  based  on  the  disincentives  that  result  from 
the  usury  ceilings. 

The  Chairman.  That's  why  it  is  puzzling  to  me.  Later  this  morn- 
ing, we  will  have  a  panel  of  consumer  groups  who  will  testily 
against  the  legislation.  I  certainly  don't  question  their  sincerity  at 
all.  I  can  certainly  understand  their  opposition  to  high  interest 
rates.  I  don't  know  anyone  who  has  enjoyed  the  high  interest  rates 
of  the  last  few  years.  Particularly  in  the  Ifist  2  or  3  years  that  I 
have  been  involved  in  this  issue,  it  has  produced  such  abundant  in- 
formation, that  rather  than  helping  the  situation,  usury  ceilings 
have  compounded  it,  with  increased  costs.  So,  I  have  a  difficult 
time  understanding  all  of  the  opposition,  when  basically  the  people 
you  are  hurting  the  most  are  the  unsophisticated  borrowers,  the 
lower  income  borrowers,  and  so  on.  The  big  businesses  and  the  so- 
phisticated and  higher  income  groups,  can  always  find  someplace 
to  get  their  money.  They  will  go  out  of  State  where  they  have  the 
contacts. 

So  it  is  puzzling  to  me.  It  seems  to  me  that  the  people  who  have 
been  hurt  the  very  most  by  interest  rate  ceilii^  and  usury  ceilings 
have  been  the  very  people  that  they  are  intended  to  protect. 

Would  you  agree  with  that? 

Mr.  Sprinkel.  Yes,  sir,  I  do  agree  with  that.  Of  course,  usury 
ceilings  are  not  a  new  phenomenon.  They  go  back  to  biblical  times 
and,  I  am  certain,  before  that.  The  objective  always  is  to  try  to  help 
the  poor  that  may  not  have  the  alternatives,  but  as  is  frequently 
the  case  in  economics,  the  second-round  effect  is  more  important 
than  the  first-round  effect.  And  surely,  you  may  reduce  the  cost  of 
credit;  but  credit  has  an  infinite  cost  from  the  standpoint  of  the  in- 
dividual who  is  trying  to  get  it  and  cannot. 

So  there  is  sometime  a  difTerence  between  objectives  of  laws  and 
results  of  laws.  And  I  think  usury  ceilings  are  an  excellent  exam- 
ple of  this. 

CONTROL  LOAN  SHARKS 

The  Chairman.  Weren't  they  also  originally  trying  to  control  the 
loan  sharks  and  the  people  who  were  really  trying  to  gouge?  They 
didn't  buy  ads  in  the  newspapers  anyway.  When  you  EU'e  dealing 
with  market  rates,  everything  is  pretty  competitive.  I  don't  see  how 
usury  ceilings,  in  any  event,  protect  from  that  kind  of  back-street 
loan.  The  hole-in-the-wall  type  of  operations  are  not  the  ones  who 
advertise,  have  shareholders,  and  all  of  that.  So  I  am  not  sure  that 
we  even  begin  to  touch  that  kind  of  a  market,  where  many  of  the 
poorer  people  in  our  society  are  driven  if  they  can't  obtain  loans 
from  normal  sources,  such  as  banks,  savings  and  loans,  credit 
unions,  or  fincmce  companies,  which  are  well  known,  have  business 
licenses  and  are  subject  to  regulations. 

It  would  seem  to  me  that  usury  ceilings  are  just  benefiting  that 
loan-shark  type  of  individual.  These  ceilings  are  one  of  the  brat 
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things  they  have  got  going  for  business.  If  these  poorer  people  don't 
have  the  idtematives,  that  is  where  they  are  going  to  go. 

Mr.  Sprinku^  It  is  very  difficult  to  get  a  record  of  that  sort  of 
transaction. 

The  Chairman.  Senator  Proxmire. 

Senator  Proxmire.  Thank  you,  Mr.  Chairman. 

I  j  want  to  thank  you  for  your  vigorous  statement  of  support  for 
the  legislation.  I  think  it  is  very  desirable  in  many  ways,  but  I 
would  like  to  ask  you  a  couple  of  questions  on  it. 

Although  usury  ceilings  tend  to  dry  up  credit,  some  economists 
feel  they  sometimes  serve  a  useful  purpose  during  periods  when 
the  Federsd  Reserve  is  trying  to  slow  down  the  economy.  With  no 
usury  ceilings,  interest  rates  will  have  to  rise  higher  to  achieve  the 
same  degree  of  restraint. 

Do  you  think  that  is  the  case  or  not? 

Mr.  Spsinkkl.  Obviously,  it  is  a  debatable  issue.  Some  economists 
contend  that,  but  I  don't  believe  it.  The  way  monetary  policy  slows 
down  economic  activity,  of  course,  is  to  slow  the  rate  of  growth  of 
money.  In  the  short  run,  that  may  lead  to  an  increase  in  interest 
rates.  In  the  long  run,  it  is  likely  to  do  the  opposite.  There  is  a 
close  relationship  between  the  rate  of  growth  in  money  and  the 
rate  of  growth  in  total  spending.  So  I  would  not  expect  that  a  usury 
ceiling,  which  would  distort  the  allocation  of  credit,  would  have  a 
signiAcant  bearing  on  either  the  total  credit  outstanding,  because 
there  are  other  ways  you  can  extend  credit,  or  upon  money  supply 
growth.  Therefore  I  would  take  the  contrary  view  on  that  particu- 
lar issue. 

POSSIBlf  ADVANTAGE  TO  CREDITORS 

Senator  Proxmire.  In  1972,  I  served  on  the  National  Commission 
on  Consumer  Finance.  That  Commission  came  to  a  similar  conclu- 
sion about  usury  that  we  have  in  this  bill,  and  you've  expressed  so 
well  this  morning.  But  the  Commission  also  recommended  that  if 
usury  ceilings  are  raised  or  eliminated,  we  must  also  consider  re- 
vising creditors'  remedies  that  may  give  an  undue  advantage  to 
creditors. 

Do  you  have  any  view  on  that? 

Mr.  Sprinkel.  Revising  what,  sir? 

Senator  Proxmire.  Creditors'  remedies. 

Mr.  Sprinkel.  We  have  su^ested  that  consumer  protection  laws 
should  be  retained.  It  is  a  very  complicated  area,  and  some  of  them 
do  provide  for  refunds  for  some  costs  if  an  error  is  created.  I  have  a 
long  list  of  the  kinds  of  consumer  safeguards  that  are  in  the  laws 
and  they  are  all  creditors'  remalies.  It  depends  on  the  State,  but 
these  remedies  include  laws  limiting  charges  that  may  be  assessed 
for  resolving  errors,  or  providing  for  removal  of  charges  on  errone- 
ously billed  accounts  and  a  long  list  of  other  saf^uards.  I  think  it 
is  appropriate  that  those  be  retained. 

Senator  Proxmire.  I  have  got  in  front  of  me  a  statement  by  a 
witness  who  is  going  to  appear  this  afternoon,  Ellen  Broadman. 
She  says: 

S.  730  Would  abolish  all  State  laws  that  limit  interest  rates  or  certain  other 
charges  for  connimer  credit.  Even  State  laws  that  allow  interest  rates  significantly 
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above  market  levels  and  therefore  only  pr<dubit  uncraadonaUe  charges,  would  be 
erased.  This  bill  wmdd  le^ize  toan  oharking  and  invit«  a  new  era  of  ootwumar 
abusea.  The  ConaumerB  Union  finds  the  broad  sweep  of  this  bill  wholly  unwarranted 
in  any  circumstances  and  especially,  now  given  uiat  most  States  have  inerenaed 
their  usury  ceilings  to  keep  abreast  of  market  changta  and  that  maiket  intertit 
ratea  are  generally  below  usury  limits. 

What  is  your  reaction  to  that? 

Mr.  Sprinkel.  Their  objective,  obviously,  is  to  have  low  interest 
rates,  and  I  couldn't  agree  more.  To  the  extent  we  have  low  inter- 
est rates,  the  usury  ceilings  that  exist  will  not  interfere. 

Senator  Proxmire.  Can  I  interrupt.  It  is  not  just  a  matter  of  low 
interest  rates.  It  is  a  matter  of  loan  sharking  and  other  abuses. 

Mr.  Sprinkel.  t  am  coming  to  that,  sir. 

Senator  Proxmire.  In  other  words,  someone  who  is  charging  50 
percent  or  100  percent. 

Mr.  Sprinkel.  The  point  is  that  if  rates  are  low,  the  usury  ceil- 
ings will  be  above  the  interest  rates  and,  therefore,  ineffective. 
Let's  suppose  the  rates  were  high,  because  we  have  inflatitm,  and 
market  rates  are  in  excess  of  the  usury  ceiling.  The  only  time  we 
are  concerned  about  the  usury  ceilings  is  when  market  rates  t«id 
to  be  above  them.  In  that  case,  the  small  borrower  would  be  unable 
to  get  credit,  except  from  unusual  sources,  including  loan  sharks. 
So  it  seems  to  me,  as  Senator  Gam  su^eated,  that  usury  ceilings 
aid  and  abet  the  very  activity  that  you  would  like  to  avoid. 

Senator  Proxmire.  I  agree  with  the  notion  that  we  shouldn't 
have  usury  ceilings.  I  am  just  wondering  if  we  shouldn't  have  a 
more  effective  system  of  protecting  people  who  for  one  reason  or 
another  have  to  borrow  outside  of  the  regular  system.  I  am  not 
talking  about  people  who  borrow  from  an  S&L  or  credit  union  or 
bank.  I  am  talking  about  people  who  can't  borrow  there.  They 
borrow  outside  these  institutions.  They  have  no  protection,  if  we 
knock  out  this  limitation. 

CONSUMER  SATEGUARDS 

Mr.  Spbinkel.  In  addition  to  the  consumer  safeguarda  whidi  I 
mentioned,  which  exist  in  many  states,  in  my  (minion  the  main 
protection  to  a  borrower  is  having  alternative  lenders  available,  so 
that  he  can  shop  for  the  best  rates.  If  the  marketplace  is  reason- 
ably efficient,  it  does,  in  and  of  itself,  provide  that  kind  of  protflc- 
Uon  with  alternatives.  There  may  be  a  number  of  communities 
where  there  are  vei?  few  choices,  in  which  case  the  safeguards 
would  be  very  useful.  But  in  generztl,  I  trust  the  protection  pro- 
vided by  tiie  market  As  loi%  as  I  have  an  alternative,  I  am  not 
shoved  down  to  a  loan  shark. 

Senator  Proxmire.  Let  me  ask  you  tiiis  then. 

She  goes  on  to  say: 


Truth-in-Lending  provides,  of  course,  some  protection  here. 

Mr.  Sprinkel.  'They  insist  on  a  particular  way  of  stating  the  in- 
terest rate,  which  I  think  is  useful,  because  many  people  do  not 
recognize  that  a  discoimted  rate  is  probably  twice  what  the  stated 
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rate  impliee:  And  there  is  a  necessity  under  that  law  to  inform  the 
people.  The  way  to  assure  that  markets  work  efficiently  is  to  pro- 
vide information. 

Senator  Proxhibe.  But  she  says  that  some  fees  would  not  have 
to  appear  in  the  annual  percentage  rate,  and  therefore,  you 
wouldn't  get  the  protection  of  Truth-in-Lending. 

How  about  the  so-called  "plain  English  requirements"?  In  other 
words,  requiring  that  the  contractual  terms  be  stated  in  simple 
language  that  is  easy  to  understand?  Without  that  many  people 
are  puaded  by  language  that  you  would  understand  and  that  other 
experts  would  understand,  but  that  the  typical  borrower  may  not. 

Mr.  Sprinkel.  Many  of  the  States  do  have  such  a  requirement. 
Since  I  am  not  a  lawyer,  I  find  it  very  useful  to  have  it  stated  in 
plain  English,  because  if  it  isn't  stated  in  plain  Enghsh,  it  is  usual- 
ly in  legal  jargon,  which  may  not  be  readily  understandable  by  the 
layman. 

Senator  Proxmire.  Should  we  incorporate  something  like  that 
into  the  law  itself? 

Mr.  SpRmKEL.  I  really  am  doubtful,  because  the  States  do  have 
the  option  of  incorporating  that  type  of  safeguard  into  their  laws. 
Hiey  even  have  an  option  within  a  3-year  period  of  reinstating  the 
ceiluig,  if  they  want.  I  don't  think  that  is  a  desirable  option,  but  I 
believe  in  States'  rights.  But  I  don't  see  why  we  should  mandate  all 
consumer  safeguards  at  the  Federztl  level. 

Senator  Proxhire.  OK.  One  other  question. 

She  also  says: 

Under  S.  730,  creditors  could  amtn  virtually  any  charKee  for  consumer  credit,  in- 
cluding chargee  that  might  not  be  included  in  the  annual  percentage  rate  APR  die- 
doauie.  For  example,  with  credit  cards,  lenders  could  charge  unlimited  annual  fece, 
transaction  fees  or  other  one-time  charges  that  are  never  factored  into  the  APR, 
«4uch  consumers  use  to  comparison  shop. 

In  other  words,  you  take  this  off,  and  then  you  don't  provide  the 
kind  of  requirements  for  disclosing  annual  percentage  rates,  so  the 
consumer  can  protect  himself. 

Mr.  Spbinkel.  L^ally,  they  may  charge  any  fee  but,  in  fact,  they 
can't,  because  there  is  a  market  constraint.  A  particular  lender 
cannot  get  away  with  charging  a  rate  significantly  above  the  rate 
diarged  by  other  lenders.  So,  iigain,  I  would  argue,  the  market 
offers  protection  for  the  borrower. 

Senator  Proxmieb.  I  am  inclined  to  agree  with  you,  for  most 
people  who  are  well-educated  and  who  are  sophisticated  business 
people  and  others,  but  for  the  person  who  is  not,  it  seems  to  me  we 
might  want  to  think  about  the  possibility  of  seeing  if  we  could 
vrork  in  furtiier  protections  in  the  law.  We  have  to  be  careful  about 
that,  but  that  is  just  something  which,  it  seems  to  me,  would  pro- 
vide some  additional  saf^^uards. 

Mr.  Spkinkkl.  I  certainly  agree  that  safeguards  can  be  useful, 
but  I  get  very  nervous  when  we  talk  about  setting  rates,  because 
when  market  rates  change,  they  have  the  adverse  effects  that  I 
suggested  in  my  testimony. 

Senator  Proxhire.  Thaiik  you,  Mr.  Chairman. 

The  Chairman.  Senator  Gorton. 
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Senator  Gorton.  Mr.  Secretary,  you  made  a  good,  I  think  it 
might  be  called  standard  case  as  long  ago  as  the  1972  report  about 
the  economic  desirability  of  this  policy. 

OVERRIDING  STATE  LAWS 

I  noticed  nothing  in  your  statement  on  the  justiflcation  for  over- 
riding State  laws  in  this  bill.  Even  granting  the  validity  of  every- 
thing you  said  from  the  point  of  view  of  economics,  aren  t  these  de- 
cisions about  who  should  receive  credit  and  the  like  appropriately 
within  the  purview  of  the  people  of  the  various  States  and  their 
elected  representatives? 

Mr.  Sprinkel.  Yes,  sir.  They  have  the  right,  iis  I  understand  it, 
to  refuse  to  go  with  this  override,  provided  they  do  it  within  3 
years. 

There  were  with  the  earlier  bill,  as  you  know,  I  believe  14  States 
that  overrode  the  Federal  laws  and  set  their  own  usury  ceilings.  I 
think  they  had  a  right  to  do  so.  Now,  they  will  have  some  adverse 
effects  if  they  do,  but  that's  their  right. 

Senator  Gorton.  Of  course  they  don't  need  this  bill  to  get  rid  of 
those  adverse  effects  right  now,  do  they? 

Mr.  Sprinkel.  No,  not  all  States  will  override.  As  I  indicated,  I 
believe  there  are  14  that  reimposed  usury  limits.  I  would  not 
expect  most  of  the  States  to  do  so,  especially  given  the  adverse 
effect  on  the  economic  development  of  the  State. 

Note  therefore.  I  think  it's  very  sensible  to  support  this  particu- 
lar bill  which  would  create  freer  markets  in  most  States. 

Senator  Gorton.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Hawkins. 

potential  loss  prom  foreign  loans 

Senator  Hawkins.  Welcome,  Mr.  Sprinkel.  Last  March  my  sub- 
committee held  hearings,  eis  you  may  recall,  on  the  question  of 
high  consumer  interest  rates  and  one  area  of  concern  that  I 
thought  remained  to  be  answered  involves  the  effect  of  the  poten- 
tial loss  from  foreign  loans  may  or  may  not  have  on  consumer  in- 
terest rates. 

The  Vice  Chairman  of  the  Federal  Reserve,  Preston  Martin,  told 
my  subcommittee  he  doesn't  disagree  that  foreign  losses  could  be  a 
factor  among  others  in  the  slowness  of  consumer  bank  commercia] 
loan  rates  to  decline,  and  another  witness,  Mr.  Schechter  of  the 
AFL,  told  the  subcommittee  that  there's  evidence  that  some  finan- 
cial institutions  have  held  consumer  interest  rates  artificially  hi^ 
in  order  to  generate  earnings  to  cover  anticipated  losses  on  foreign 
and  domestic  loan  portfolios. 

He  felt  that  for  a  more  definitive  answer  we  needed  more  de- 
tailed information  on  domestic  and  foreign  loan  operations. 

1  was  hopeful  that  you  and  the  bank  regulators  would  be  able  to 
give  us  more  detailed  information  on  the  relationship  between  po- 
tential losses  on  foreign  and  domestic  loans  and  consumer  interest 
rates. 

Treasury  Secretary  Donald  Regan  is  reported  to  have  told  the 
House  Foreign  Affairs  Committee  "there's  no  doubt  about  it,  banks 
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are  trying  to  maximize  tiieir  profits  by  keeping  interest  ratee  high 
for  Ets  long  Eis  they  can." 

Do  you  think  it's  the  view  of  the  Treasury  that  banks  are  con- 
tinuing to  keep  rates  at  artificially  high  levels? 

Mr.  Sprinkel.  We  must  recognize  that  historically  certain  rates 
have  been  sluggish  in  adjusting  to  changes  in  market  conditions. 
Mortgeige  loan  rates  traditionetlly  have  lagged;  they're  now  moving 
down  after  holding  at  very  high  levels  for  many  months.  Consumer 
credit  rates  also  tend  to  lag. 

By  far  the  most  important  factor  in  determining  the  level  of  in- 
terest rates,  whatever  the  rate  in  my  opinion,  is  the  rate  of  infla- 
tion. Over  time  if  we're  successful  in  holding  the  inflation  rate  at 
present  or  even  slightly  higher  levels,  we'll  find  all  of  the  rates 
coming  down. 

The  justification  for  arguing  that  losses  have  a  bearing  on  the 
rate  charged  presumably  refers  to  a  cost  of  doing  business,  and  ul- 
timately those  costs  must  be  borne  by  the  business  that  actually  is 
done  by  the  institution.  So  I  would  agree  that  those  costs  probably 
have  an  impact.  The  losses  have  not  yet  been  miissive  in  the  inter- 
national area,  but  there  is  a  potential  in  that  sector  of  total  loans. 
So  yes,  it's  probably  keeping  rates  a  little  higher  than  they  would 
have  been  otherwise,  but  over  time 

Senator  Hawkins.  Give  me  a  definition  of  "over  time."  You've 
used  that  word  three  times.  Six  months? 

Mr.  Sprinkbl.  I'm  really  talking  about  inflationary  expectations. 
Experts  differ  as  to  how  long  they  might  persist,  but  I  would  say  3 
or  4  years. 

Senator  Hawkins.  Three  or  four  years? 

Mr.  Sprinkeu  Yes,  ma'am.  If  we  look  for  example  at  the  level  of 
rates  today  in  comparison  to  the  inflation  rate  today,  the  real  rate, 
that  particular  version  of  the  real  rate,  is  very  high.  It's  unsustain- 
ably  high.  This  suggests  to  me  that  the  marketplace  does  not  be- 
lieve that  this  administration  and  this  Congress  will  eflectively 
limit  budget  expenditures  and  effectively  limit  money  growth,  and 
hence  keep  inflation  at  these  levels. 

Now.  the  longer  we  stick  to  it,  the  more  we'll  all  be  convinced 
that  we  me£m  it  and  that  in  fact  inflation  will  stay  low  and  interest 
rates  will  keep  coming  down.  But  it  does  not  happen  instantaneous- 
ly. We've  had  15-plus  years  of  a  pattern  of  inflation  receding  in  re- 
cessions but  then  going  back  to  new  highs  with  the  next  recovery. 
People  don't  believe  it  will  be  different  this  time. 

The  only  thing  that  will  make  it  different  is  action  by  the  Con* 
gress  and  the  administration.  That  will  convince  the  market  we 
can  do  it.  It  tetkes  a  while  to  convince  the  marketplace. 

Senator  Hawkins.  Do  banks  have  sufficient  reserves  against  for- 
eign loan  losses  in  your  opinion? 

Mr.  Sprinkel.  You  should  ask  the  regulators.  I  understand 
they're  coming  along  shortly,  and  that  is  a  field  of  their  expertise. 
[Laughter.] 

Senator  Hawkins.  That's  what  I  call  passing  the  buck. 

The  Chaikman.  May  I  just  interject.  Senator  Hawkins,  that  we 
had  more  than  3  hours  of  hearings  yesterday  on  that  subject  with 
the  regulators,  and  we'll  be  discussing  that  at  great  length. 
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Senator  Hawkins.  I  just  wanted  to  heftr  what  Mr.  Sprinkel  Telt 
about  it. 

The  Chairman.  We  heard  about  that  at  yesterday's  hearings. 

Senator  Hawkins.  So  it  is  called  passing  the  buck.  I'll  ask  the 
other  questions  then  to  the  others,  since  you  do  not  have  an  opin- 
ion on  it  and  the  record  will  reflect  that  if  the  banks  are  to  suffer 
losses  in  one  area,  in  your  opinion,  will  the  banks  try  to  make  up 
for  those  losses  in  another  area? 

Mr.  Sprinkel.  Most  private  institutions  including  banks  try  to 
maximize  their  overall  profits;  there's  no  doubt  about  that.  The 
question  is,  why  don't  they  make  even  more  money?  There's  a  limit 
to  how  high  they  can  raise  rates  because  of  the  alternative  sources 
of  funds  available  to  borrowers,  and  I  would  expect  them  under 
most  circumstances  to  try  to  maximize  their  profits;  that's  the  way 
our  system  works. 

It  happens  in  the  production  of  automobiles,  in  the  production  of 
steel,  and  in  the  provision  of  credit  services.  To  the  extent  they 
have  losses,  they  will  still  attempt  to  minimize  the  losses  and  maxi- 
mize profits.  So  that,  yes,  they  will  try  to  make  as  many  profits  as 
they  can.  We  do  not  have  excess  profit  taxes,  we  have  a  market 
which  prevents  profits  from  becoming  excessive  over  time. 

Senator  Hawkins.  Are  the  consumers  and  small  borrowers  in  the 
weakest  position  to  protect  themselves  against  high  interest  rates 
at  the  present  time? 

Mr.  Sprinkel.  If  there  are  usury  ceilings  and  high  interest  rates, 
it  will  be  the  small  borrowers,  the  poor,  the  ones  who  do  not  know 
about  the  alternative  sources  of  credit,  that  will  find  it  very  diffi- 
cult to  get  funds.  If  they're  able  to  get  funds  from  conventional  in- 
stitutions, they  will  not  be  at  as  great  a  disadvantage. 

Senator  Hawkins.  So,  they  can  borrow  money  at  higher  interest 
rates  which  will  make  them  not  so  poor? 

Mr.  Sprinkel.  It  will  not  make  them  as  poor  as  if  they  couldn't 
borrow  money  at  all.  Some  people  have  a  legitimate  need  for  credit 
and  if  they  can't  get  it  because  of  the  usury  ceilings,  they're  worse 
off  than  they  would  be  if  they  could  get  the  money  at  a  slightly 
higher  rate. 

Senator  Hawkins.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Hecht. 

Senator  Hecht.  Mr.  Chairman,  I  agree  that  there  should  not  be 
ceilings;  no  questions. 

The  Chairman.  Thank  you.  We  do  have  about  16  more  witnesses, 
so  we  thank  you  very  much  for  your  testimony  today  and  we  will 
call  up  the  next  panel. 

Mr.  Sprinkel.  Thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  If  we  could  have  come  to  the  table  Hon.  Charles 
Partee  of  the  Federal  Reserve  Board;  Todd  Conover,  Comptroller  of 
the  Currency;  Richard  Pratt,  Chairman  of  the  Federal  Home  Loan 
Bank  Board;  Ekigar  Callahan,  Chairman  of  the  National  Credit 
Union  Administration;  and  Stanley  C.  Silverbera,  Director,  Divi- 
sion of  Research  and  Strategic  Planning,  Federal  Deposit  Insurance 
Corporation. 

May  I  take  just  a  moment  to  say  before  we  start  to  Chairman 
Pratt — I  assume  this  may  be  his  last  appearance  before  the  Bank- 
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ing  Committee;  in  any  event  let  me  take  this  opportunity  to  say 
how  much  I  personally  enjoyed  working  with  you  the  last  2  years. 

I'm  disappointed  that  you  are  leaving  the  chairmanship  of  the 
Federal  Home  Loan  Bank  Board,  because  I  think  you  have  been  in 
a  position  in  the  last  2  years  of  having  the  most  difficult  task  with 
the  problems  of  the  savings  and  loans  that  any  chairman  of  that 
Board  has  faced.  Under  those  very  difficult  circumstances,  I  think 
you've  done  as  good  a  job  as  it  is  possible  to  do. 

I  want  to  take  this  opportunity  to  state  that  publicly  to  you,  and 
for  the  record,  and  wish  you  well  in  whatever  you  decide  to  do  in 
the  great  outside  civilian  world  away  from  government. 

Senator  Proxmire.  Mr.  Chairman,  would  you  yield  on  that? 
You're  praising  a  man  you  know  is  a  dear  friend  of  yours — he's 
from  the  same  State.  But  I  want  to  say  I  want  to  join  you  because  I 
think  Mr.  Pratt  was  exactly  the  right  man  at  the  right  place  at  the 
right  time. 

We  needed  a  strong  person  at  this  time,  a  very,  very  diflicult 
transition  for  S&L's  at  the  time  when  we  managed  to  tax  their 
abilities  and  tax  the  regulators'  ability. 

I  think  you've  done  a  first-class  job. 

Mr.  Pratt.  I  just  want  to  say  that  I  appreciate  these  sentiments 
of  the  Senators  and  to  say  that  this  committee  and  its  leadership 
and  the  total  committee  and  its  ability  and  willingness  to  do  what 
need  to  be  done,  I  think  is  a  major  reason  that  the  thrifts  are  able 
to  be  here  today  and  be  competitive  and  have  bright  futures. 

So,  I  can't  tell  you  how  much  easier  you  made  my  job  and  I  ap- 
preciate that. 

The  Chairman.  Governor  Partee. 

STATEMENT  OF  J.  CHARLES  PARTEE.  MEMBER.  BOARD  OP  GOV- 
ERNORS, FEDERAL  RESERVE  SYSTEM;  C.  TODD  CONOVER. 
COMPTROLLER  OF  THE  CURRENCY;  RICHARD  T.  PRATT.  CHAIR- 
MAN, FEDERAL  HOME  LOAN  BANK  BOARD;  EDGAR  F.  CALLA- 
HAN, CHAIRMAN,  NATIONAL  CREDIT  UNION  ADMINISTRATION 
BOARD;  AND  STANLEY  C.  SILVERBERG,  DIRECTOR.  DIVISION 
OF  RESEARCH  AND  STRATEGIC  PLANNING.  FEDERAL  DEPOSIT 
INSURANCE  CORPORATION 

Mr.  Partee.  Mr.  Chairman,  I'm  pleased  to  appear  before  this 
committee  on  behalf  of  the  Federal  Reserve  to  discuss  the  Federal 
preemption  of  State  usury  laws  governing  interest  rates  on  busi- 
ness, agriculture  and  consumer  loans. 

The  Board  has  long  been  concerned  about  the  adverse  impact  of 
usury  ceilings  on  the  availability  of  funds  in  the  local  credit  mar- 
kets. 

Usury  laws  that  impose  unrealistically  low  limits  reduce  the 
supply  of  credit  to  local  borrowers  by  encouraging  lenders  to  chan- 
nel funds  into  other  investments  or  to  geograpnic  areas  where  they 
can  earn  market  rates  of  return. 

Alternatively,  to  compensate  for  the  low-interest  rates  that  are 
l^zdly  permissible,  lenders  may  tighten  nonrate  lending  terms  and 
o^it  standards,  thus  in  effect  rationing  available  credit  in  socially 
undesirable  ways. 
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Also,  flnancial  institutions  can  often  restructure  the  types  of 
loans  they  make  without  altering  the  use  borrowers  make  of  the 
funds.  In  sum,  since  money  is  fungible,  it  will  tend  to  flow  in  one 
way  or  another  to  the  credit  markets  offering  the  highest  economic 
rates  of  return. 

Given  the  rapid  deregulation  of  interest  rates  paid  by  depository 
institutions  moreover,  the  cost  of  funds  to  financial  institutions  in 
local  communities  hfis  become  incresisingly  sensitive  to  national 
money  market  developments.  This  creates  an  even  stronger  incen- 
tive for  these  institutions  to  earn  a  competitive  return  on  their 
assets. 

Despite  the  Board's  basic  opposition  to  artificial  constraints  on 
interest  rates,  we  have  had  reservations  about  Federal  intrusion 
into  an  area  traditionally  r^ulated  by  the  individual  States  in  this 
regard. 

Retention  of  a  provision  clearly  permitting  States  to  override  a 
Federal  preemption  of  their  ceilings  seems  an  important  minimal 
protection  of  States'  prerogatives.  Information  collected  by  Board 
staff  indicates  that  as  of  the  middle  of  last  year  a  dozen  States  had 
at  least  partially  overridden  the  Federal  law  imposed  on  them  by 
the  Monetary  Control  Act  of  1980.  Those  States  that  were  most  re- 
stricted by  usury  ceilings  generally  did  not  act  to  override  the  pre- 
emption; in  fact  many  States  have  moved  to  relax  the  regulation  of 
interest  rates  following  the  passage  of  the  Deregulation  Act.  Those 
States  that  have  not  relaxed  or  were  slow  to  relax  their  usury  ceil- 
ings, particularly  ceilings  on  consumer  loans,  frequently  have  suf- 
fered some  costs  as  fmancial  institutions  increasingly  have  shifted 
some  lending  operations  to  other  States  that  have  no  usury  con- 
straints. 

The  Board  believes  that  interest  rates  are  best  determined  in 
markets  unconstrained  by  arbitrary  rate  ceilings  of  any  kind,  tn 
the  past  we  have  considered  a  variable  rate  ceiling  as  a  preferable 
alternative  to  fixed  rate  State  usury  ceilings.  However,  the  Board 
has  viewed  the  use  of  the  Federal  Reserve  discount  rate  as  an 
index  inappropriate  for  a  variable  interest  rate  ceiling  at  either  the 
Federal  or  State  level.  Thus  the  current  bill  is  to  be  commended  for 
not  tying  a  Federal  variable  ceiling  to  the  discount  rate. 

To  summarize,  the  Board  continues  to  believe  that  State  action 
rather  than  Federal  law  should  prevail  wherever  possible  in  deal- 
ing with  the  problem  of  fixed  rate  usury  ceilings.  Many  States  have 
acted  since  1980  to  reduce  the  constraining  effect  of  the  usury  ceil- 
ings on  credit  availability  and  financial  conditions  have  eased  re- 
cently to  the  point  where  usury  ceilings  generally  are  not  now  a 
binding  constraint.  Although  these  factors  weaken  the  current  ur- 
gency of  the  matter,  they  do  not  eliminate  the  underlying  need  for 
further  action  to  relax  interest  rate  ceilings.  If  the  Congress  deter- 
mines that  this  should  be  done  through  Federal  preemption,  the 
Board  would  urge  first  that  the  States  continue  to  be  permitted 
whatever  d^ree  of  override  their  circumstances  seem  to  dictate; 
and  second,  that  the  Federal  Reserve  discount  rate  not  be  used  in 
any  variable  ceiling  rate  scheme. 

Thank  you,  Mr.  Chairman. 

[The  complete  statement  follows:] 
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I  am  pleased  to  appear  before  this  Committee  on  behalf  of  the  Federal  Reserve  to 
discuss  a  federal  preemption  of  state  usury  laws  governing  interest  rates  on  busi- 
ness, agricultural  and  consumer  loans.  As  you  know,  a  temporary  preemption  of 
business  and  agricultural  rate  ceilings,  which  was  passed  as  a  provision  of  the  De- 
pository Institutions  Deregulation  and  Monetary  Control  Act  of  1980.  expired  on 
April  1  of  this  year.  The  preemption  has  authorized  lenders  to  charge  a  rate  up  to  5 
percent  above  the  Federal  Reserve  discount  rale  on  business  and  agricultural  loans 
of  $1,000  or  more  in  thoee  states  with  ceilings  less  than  this  variable  limit.  Rate 
ceilings  on  consumer  loans  were  not  subject  to  a  federal  preemption  under  the  Act. 
Rate  ceilings  on  mortgage  credit  were  preempted  permanently  except  in  those  states 
that  acted  to  override  the  preemption  prior  to  April  1.  The  bill  currently  before  this 
Committee  recommends  a  permanent  federal  preemption  of  state  usury  ceilings  on 
business,  agricultural,  and  consumer  credit  without  imposing  an  alternative  federal 
limit  tied  to  the  discount  rate  or  any  other  interest  rate. 

The  Board  has  long  been  concerned  about  the  adverse  impact  of  usury  ceilings  on 
the  availability  of  funds  in  local  credit  markets.  Usury  laws  that  impose  unreallsti- 
cally  low  limits  tend  to  reduce  the  supply  of  credit  to  local  borrowers  by  encourag- 
ing lenders  to  channel  funds  into  other  investments  or  to  geographic  areas  where 
they  can  earn  market  rates  of  return.  Alternatively,  to  compensate  for  the  low  in- 
terest rates  that  are  legally  permissable,  lenders  may  tighten  nonrate  lending  terms 
and  credit  standards,  thus  in  effect  rationing  available  credit  in  socially  undesirable 
ways.  Also,  financial  institutions  can  often  restructure  the  types  of  loans  they  make 
without  altering  the  use  borrowers  make  of  the  funds.  For  example,  rather  than 
offer  traditional  consumer  loans  subject  to  an  interest  rate  limit,  lenders  may  offer 
junior  mortgages  which  typically  are  not  subject  to  a  usury  law,  but  which  never- 
theless add  to  the  generalized  purchasing  power  of  consumers. 

In  sum,  since  money  is  fungible,  it  will  tend  to  flow,  in  one  way  or  another,  to  the 
credit  markets  offering  the  highest  economic  rates  of  return.  Given  the  rapid  der^- 
ulation  of  interest  rates  paid  by  depository  institutions,  moreover,  the  cost  of  funds 
to  financial  institutions  in  local  communities  has  become  increasingly  sensitive  to 
national  money  market  developments.  This  creates  an  even  stronger  incentive  for 
these  institutions  to  earn  a  competitive  return  on  their  assets. 

Despite  the  Board's  basic  opposition  to  artificial  constraints  on  interest  rates,  we 
have  had  reservations  about  federal  intrusion  into  an  area  traditionally  regulated 
by  the  individual  states.  In  this  regard,  retention  of  a  provision  clearly  permitting 
states  to  override  a  federal  preemption  of  their  ceilings  seems  an  important  mini- 
mal protection  of  state  prerogatives.  Information  collected  by  Board  staff  indicates 
that,  as  of  the  middle  of  last  year,  a  dozen  states  had  at  least  partially  overriden  the 
federal  law  imposed  on  them  by  the  Depository  Institutions  Deregulation  and  Mone- 
tary Control  Act  of  1980.  Among  these  twelve  states,  however,  usury  ceilings  on 
business  and  agricultural  loans  either  were  unspecified  or  fixed  at  levels  where  they 
had  no  effect  on  credit  flows. 

Those  states  that  were  most  restricted  by  usury  ceilings  generally  did  not  act  to 
override  the  preemption.  In  fact,  many  states  have  moved  to  relax  their  regulation 
of  interest  rates  following  the  passage  of  the  Deregulation  Act.  Those  states  that 
have  not  relaxed  or  were  slow  to  relax  their  usury  ceilings,  particularly  ceiling  on 
consumer  loans,  frequently  have  suffered  certain  costs,  as  financial  institutions  in- 
creasingly have  shifted  some  lending  operations  to  other  states  that  have  no  usury 
constraints. 

The  Board  believes  that  interest  rates  are  best  determined  in  markets  uncon- 
strained by  arbitrary  rate  ceilings  of  any  kind.  In  the  past,  we  have  considered  a 
variable  rate  ceiling  as  a  preferable  alternative  to  fixed-rate  state  usury  ceilings. 
However,  the  Board  has  viewed  the  use  of  the  Federal  Reserve  discount  rate  as  an 
index  inappropriate  for  a  variable  interest  rate  ceiling  at  either  the  federal  or  state 
level-  ThuH,  Che  current  bill  is  to  be  commended  for  not  tying  a  federal  variable  cell- 
ing to  the  discount  rat«. 

To  summarize,  the  Board  continues  to  believe  that  state  action  rather  than  feder- 
al law  should  prevail  whenever  possible  in  dealing  with  the  problem  of  fixed-rate 
usury  ceilings.  Many  states  have  acted  since  1980  to  reduce  the  constraining  effect 
of  their  usury  ceilings  on  credit  availability,  and  financial  conditions  have  eased  re- 
cently to  the  point  where  usury  ceilings  generally  are  not  now  a  binding  constraint. 
Although  these  factors  weaken  the  current  urgency  of  the  matter,  they  do  not  elimi- 
nate the  underlying  need  for  further  action  to  relax  interest  rate  ceilings.  If  the 
Congress  determines  that  this  should  be  done  through  Federal  preemption,  the 
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Board  would  urge,  flnt,  that  the  states  continue  to  be  permitted  whatever  dmree  oT 
override  their  circumstancee  eeem  to  dictate  and,  second,  that  the  Federal  Reserve 
discount  rate  not  be  used  in  any  variable  ceiling  rate  scheme. 

The  Chairman.  Mr.  Conover. 

C.  TODD  CONOVER.  COMPTROLLER  OF  THE  CURRENCY 

Mr.  Conover.  Mr.  Chairman,  I  have  a  longer  statement  for  the 
record.  I  would  like  to  just  make  a  few  brief  remarks. 

I  am  pleased  to  present  my  views  on  S.  780,  which  provides  for  a 
permanent  Federal  preemption  of  State  usury  ceilings.  I  strongly 
support  this  legislation.  Interest  rate  ceilings  distort  the  workings 
of  the  marketplace  and  can  cause  substantial  damage  to  our  econo- 
my. 

First  of  all,  interest  rate  restrictions  do  not  achieve  their  desired 
objectives.  The  most  commonly  cit«d  objective  is  to  make  adequate 
amounts  of  credit  available  at  low  rates  of  interest,  especially  te 
weaker  borrowers  and  regardless  of  economic  conditions. 

Another  frequently  cited  objective  is  the  promotion  of  economic 
activity  by  keeping  interest  rates  low.  Instead  of  aiding  weaker  bor- 
rowers and  lower  economies,  however,  usury  ceilings  simply  result 
in  reduced  credit  availability  and  diminished  economic  activity. 

In  today's  credit  markets,  advanced  technology  makes  it  easy  for 
institutions  te  shift  funds  out  of  less  profitable  activities  and  into 
more  profitable  ones  outside  their  local  markets.  Thus,  lenders  can 
and  do  circumvent  usury  limits  whenever  market  rates  exceed 
those  limits. 

Moreover,  local  economic  growth  in  Stetes  with  usurv  laws  suf- 
fers when  national  market  rates  exceed  usury  ceilings.  In  such  cir- 
cumstances both  in-State  and  out-of-State  lenders  reiduce  or  elimi- 
nate their  lending  within  those  States. 

The  result  is  tnat  State  economic  activity  may  be  adversely  af- 
fected and  local  unemployment  may  increase.  The  most  effective 
means  to  insure  wide  credit  availability  at  affordable  rates  is  the 
promotion  of  a  strong  competitive  financial  system  coupled  with 
sound  monetery  and  fiscal  policies. 

We  must  continue  to  encourage  competition  in  the  financial  mar- 
ketplace by  expanding  the  product  powers  of  depository  institutions 
and  removing  gec^aphic  restrictions.  Widespread  credit  availabil- 
ity depends  on  a  flexible  and  responsive  credit  industry  rather 
than  one  that  is  constrained  by  interest  rate  controls. 

Because  of  the  clearly  detrimentel  effects  of  usury  limits  and  the 
growing  integration  of  our  national  credit  markets,  we  strongly 
support  Federal  preemption  of  Stete  interest  rate  ceilings  as  pro- 
pmed  in  S.  730. 

We  are  opposed  to  the  creation  of  an  alternative  Federal  usury 
ceiling  indexed  to  the  Federsil  Reserve  discount  rate.  We  agree 
with  the  Board  of  Governors  that  such  indexing  is  inappropriate  in 
light  of  the  role  that  the  discount  rate  plays  in  the  conduct  of  mon- 
etary policy. 

Moreover,  the  impostion  of  any  ceiling  ignores  the  fact  that 
when  interest  rate  ceilings  are  binding  they  distort  credit  alloca- 
tions and  when  they  are  not  binding  they  serve  no  purpose. 

The  bill's  provision  that  would  enable  Stetes  to  override  the  Fed- 
eral preemption  within  3  years  represents  an  equitable  balancing 
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of  State  and  Federal  interests,  but  a  State  that  elects  to  override 
takes  the  risk  of  reducing  credit  availability  within  its  borders 
during  periods  of  high  interest  rates,  thus  damaging  its  economy 
and  increasing  unemployment. 

It  is  encouraging  to  note,  however,  that  the  majority  of  those 
States  that  overrode  the  1980  Act's  preemption  either  completely 
removed  ceilings  or  provided  for  indexed  ceilings  or  fixed  ceilings 
at  rates  that  are  unlikely  to  be  binding.  These  actions  reflect  recog- 
nition of  the  damage  that  usury  ceilings  can  cause. 

That  concludes  my  remarks,  Mr.  Chairman. 

[The  complete  statement  follows:] 

Prepared  Statement  of  C.  T.  Conover,  Comptroller  of  the  Currencv 

I  am  pleased  to  present  my  views  on  S.  730,  which  provides  for  a  permanent  feder- 
al preemption  of  state  usury  ceilings.  I  strongly  support  this  legislation.  Interest 
rate  ceilings  distort  the  workings  of  the  marketplace  and  can  cause  sutotantial 
damage  to  our  economy. 

The  Depository  Institutions  Deregulation  and  Monetary  Control  Act  of  1980  con- 
tained a  temporary  provision  that  preempted  state  usury  ceilings  on  business  and 
agricultural  loans  exceeding  Jl.OOO  by  authorizing  lenders  to  charge  up  to  five  per- 
centage points  over  the  Federal  Reserve  discount  rate.  That  provision  expired  last 
month.  During  the  three-year  period  the  provision  was  in  effect,  states  had  the  op- 
portunity to  override  the  preemption. 

As  proposed.  S.  730  would  permanently  preempt  state  usury  ceilings  on  business, 
agricultural,  and  consumer  loans.  States  would  again  be  given  a  three-year  period  in 
which  to  override  the  federal  preemption.  There  would  be  no  loan-size  requirement 
nor  would  there  be  an  indexed  federal  ceiling. 

Today  I  will  outline  why  interest  rate  ceilings  do  not  achieve  their  desired  results 
and  may  even  be  counterproductive.  I  will  then  briefly  describe  several  examples 
that  support  these  (inclusions. 

THE  PAILl/RB  OF  INTEREST  RATE 


Interest  rate  restrictions  do  not  achieve  their  desired  objectives.  The  most  com- 
monly cited  objective  is  to  make  adequate  amounts  of  credit  available  at  low  rates  of 
interest,  especially  to  weaker  borrowers,  r^ardless  of  economic  conditions.  Another 
frequently  cited  objective  is  the  promotion  of  economic  activity  by  keeping  interest 
rates  low. 

Instead  of  aiding  weaker  borrowers  and  local  economies,  however,  usury  ceiling 
simply  result  in  reduced  credit  availability  and  diminished  economic  activity.  In 
today  8  credit  markets,  advanced  technology  makes  it  easy  for  any  institution  to 
shift  funds  out  of  less  profitable  activities  into  more  profitable  ones  outside  their 
local  markets.  And  in  the  long  run.  they  can  even  move  their  lending  offices  outside 
the  rate-controlled  areas.  Thus,  lenders  can  and  do  circumvent  usury  limits  when- 
ever market  rates  exceed  those  limits. 

Weaker  borrower  are  among  the  first  to  be  adversely  affected  by  usury  limits. 
Because  the  interest  rate  charged  on  a  loan  includes  a  premium  that  varies  with 
the  perceived  riskiness  of  the  borrower,  lenders  in  rate-controlled  areas  simply 
avoid  high-risk  customers.  This  is  done  by  imposing  loan  conditions  such  as  large 
down  payments,  short  repayment  periods,  a  larger  minimum  loan  size,  or  more 
stringent  credit  standards.  The  result  is  that  credit  is  cut  off  to  most  weaker  or 
lower- income  borrowers. 

Moreover,  local  economic  growth  in  states  with  usury  laws  suffers  when  national 
market  rates  exceed  usury  ceilings.  In  such  circumstances,  both  in-state  and  out-of- 
stat«  lenders  reduce  or  eliminate  their  lending  within  those  states.  The  result  is 
that  state  economic  activity  may  be  adversely  affected  and  local  unemployment  may 
increase  as  the  credit  needs  of  consumers  and  local  businesses  are  not  met. 

THE  BVmBNCE 

The  failure  of  interest  rate  controls  has  been  documented  in  numerous  examples. 
In  a  1977  study  of  the  Twin  Cities  mortgage  market,  the  Federal  Reserve  Bank  of 
Minneapolis  looked  at  mortgage  loans  when  market  interest  rates  climbed  above  the 
Minnesota  usury  ceiling.  The  result:  home-purchase  financing  shifted  from  conven- 
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tional  mortgages,  which  were  Buttject  to  the  usury  ceiling,  to  FHA-VA  insured  mort- 
gnges,  which  were  exempted  from  the  ceiling. 

A  1976  study  by  the  New  Yori(  State  Banking  Department  found  that  when  mort- 
gage lenders  in  New  York  were  constrained  iiy  a  below-market  ubury  ceiling,  they 
obteined  market  rates  of  return  by  making  out-of-state  loans.  Between  1966  and 
1974,  when  national  mortgage  rates  were  generally  above  the  New  York  ceiling,  the 
amount  of  out-of-state  mortgagee  held  by  New  York  mutual  savings  banks  averaged 
48  percent  of  the  total  mortgagee  held.  C>ut«f«tat«  mortgages  held  by  state-char- 
tered savings  and  loan  associations  went  from  7  percent  to  18  percent  of  mortgagee 
held. 

A  1977  study  documents  the  depreeeing  effect  of  a  10  percent  usury  ceiling  on 
Tezmeaeee's  economy  in  the  mid-19708.  The  study  found  that  the  state's  economy 
grew  at  a  faster  rate  than  the  national  economy  except  when  the  usury  ceiling  was 
binding,  at  which  time  growth  slowed  substantially.  The  study  estimates  average 
annual  losses  of  {150  million  in  output,  $80  million  in  retail  sales,  and  7,000  jobs  for 
the  years  1974  to  1976. 

A  1981  study  compared  urban  consumer  credit  markets  in  Arkansas,  which  were 
sulyect  to  a  10  percent  usury  ceiling,  with  similar  markets  in  states  with  leas  re- 
strictive ceilings.  It  concluded  that  the  Arkansas  usury  ceiling  resulted  in  credit 
terms  that  were  leee  favorable  to  borrowers.  In  particular,  the  study  found  that  Ar- 
kansas consumers  obtained  relatively  leas  bank  credit  and  more  point-of-aale  credit 
fHTOvided  by  retail  merchanta,  who  compensated  for  the  reduced  profitability  of  tbeir 
credit  operations  by  raising  prices  on  the  goods  they  sold.  The  study  also  found  that 
Arkansas  lenders  charged  higher  fees  for  mortgage  credit  evaluations  and  for  ap- 
praisals. 

More  recently,  we  have  witnessed  bonks  shifting  their  operations  from  states  with 
usury  ceilings  to  those  with  no  ceilings.  The  most  famous  of  such  moves  was  Citi- 
corp s  establishment  of  a  credit-card  bank  in  South  Dakota. 

liie  evience  clearly  shows  that  statutory  limits  on  interest  rates  are  ineffective 
and  counterproductive.  Both  borrowers  and  local  economies  can  be  adversely  affiKl- 
ed  by  attempts  to  control  loan  interest  rates. 

The  most  effective  means  to  ensure  wide  credit  availability  at  affordable  rates  is 
the  promotion  of  a  strong,  competitive  Tinancial  qvtem  and  sound  national  mooe- 
tary  and  fiscal  policies.  We  must  continue  to  encourage  competition  in  the  financial 
marketplace  by  expanding  the  product  powers  of  depository  institutions  and  remov- 
ing geographic  restrictions.  Widespread  credit  availability  depends  on  a  flexible  and 
responsive  credit  industry  rather  than  one  that  is  constrained  by  interest  rate  ooo- 
trols.  Similarly,  continued  reduction  of  inflationary  pressures  will  bring  overall  in- 
terest rates  down. 


Because  of  the  clearly  detrimental  effects  of  usury  limits  and  the  growing  integra- 
tion of  our  national  credit  markets,  we  strongly  support  federal  preemption  of  state 
interest  rate  ceilings  as  proposed  in  S.  730. 

We  are  opposed  to  the  creation  of  an  altemataive  federal  usury  ceiling  indexed  to 
the  Federal  Reserve  discount  rate.  We  agree  with  the  Board  of  Governors  that  such 
indexing  is  inappropriate  in  light  of  the  role  the  discount  rate  plays  in  the  conduct 
of  monetary  policy.  Moreover,  the  imposition  of  any  indexed  ceiling  ignores  the  bet 
that  when  interest  rate  ceilings  are  binding,  they  distort  market  allocation  of  credit, 
and  when  they  are  not  binding,  they  serve  no  useful  purpose. 

The  bill's  provision  that  would  enable  states  t«  override  the  federal  )>reamptioa 
within  three  years  represents  an  equitable  balancing  of  state  and  federal  interests. 
If  a  state  wants  to  take  the  risk  of  reducing  credit  availability  within  its  borden 
during  periods  of  high  interest  rates,  thus  Hamagiwg  its  economy  and  incrMaing  un- 
employment, it  ought  to  be  free  to  do  so.  It  is  encouraging  to  note,  however,  that  Uia 
majority  of  those  states  that  overrode  the  1980  Act's  preemption  either  complete 
removed  ceilings,  provided  for  indexed  ceilings,  or  fixed  ceUin^  at  rates  that  are 
unlikely  to  be  binding.  These  actions  reflect  the  growing  recognitiim  of  the  damage 
that  usury  ceilings  can  cause. 

Mr.  Chairman,  that  concludes  my  prepared  statement.  I  will  be  happy  to  answer 
any  queetionfi. 

The  Chairman.  Thank  you. 
Chairman  Pratt. 
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RICHARD  T.  PRATT,  CHAIRMAN,  FEDERAL  HOME  LOAN  BANK 
BOARD 

Mr.  Pratt.  Thank  you,  Mr.  Chairman,  Senator  Proxmire,  Sena- 
tor Hecht. 

I  have  a  fairly  short  complete  statement,  which  I  will  not  read. 
This,  I  believe,  will  be  one  of  my  shortest  statements. 

I  would  simply  say  that  we  support  the  bill,  and  would  perhaps 
make  two  or  three  points  based  on  the  experience  of  our  agency 
and  my  personal  observations  in  this  regard. 

First,  I  think  this  is  a  very  important  piece  of  consumer  legisla- 
tion. One  of  the  more  important  consumer  problems  we  have  had 
in  the  past  has  been  the  existence  of  usury  laws.  In  many  ways  I 
think  they  work  much  like  redlining,  to  preclude  the  individuals 
who  may  most  need  credit  and  most  need  access  to  our  credit 
system  from  having  an  opportunity  to  participate  in  the  system,  to 
get  capital  and  to  better  themselves  in  the  markets. 

So,  first,  I  support  this  as  a  very  strong  piece  of  consumer  legisla- 
tion, one  that  shows  a  great  understanding  of  the  system  and  one 
which  is  badly  needed. 

Second,  referring  to  our  own  experience  with  thrift  institutions 
in  this  country,  binding  usury  ceilings  seem  to  be  areas  of  concen- 
trated problems  for  the  financial  institutions  we  regulate.  The  fact 
that  these  institutions  have  gotten  into  severe  difficulty  and  have 
been  able  to  serve  their  communities  less  ably  than  they  would 
have  had  these  usury  ceilings  not  existed  is  indicative  of  the  harm 
that  usury  ceilings  inflict,  not  only  to  the  financial  institutions 
which  operate  in  that  area  but  also  to  the  consumer. 

Third,  it  seems  to  me  that  money  is  so  fungible  that  we  are  talk- 
ing about  something  very  close  to  interstate  commerce.  And  while  I 
understand  the  need  for  State  overrides  and  the  respect  which  this 
committee  and  our  Government  have  for  States'  rights,  it  seems  to 
me  that  the  fungibility  of  the  commodity  makes  preemption  of 
usury  ceilings  very  similar  to  not  having  tarifTs  between  States  or 
having  different  currencies  between  States. 

The  leadership  demonstrated  by  the  Senate,  in  providing  legisla- 
tion of  this  type,  will  hopefully  have  a  major  impact  on  the  States' 
recognition  of  the  unfairness  and  lack  of  productivity  Eissociated 
with  usury  laws. 

We  support  the  bill  fully  and  think  it  is  a  very  substantial  and 
helpful  piece  of  l^slation. 

[The  complete  statement  follows:] 

pREPAKBD  Statement  o 


'a  on  S.  730  which  provides  for  Federal  preemption  of  State  interest  rate  ceilings 
pertaining  to  business,  agricultural  and  consumer  loans. 

The  Bank  Board  fully  supports  preemption  of  State  usury  ceilings  on  consumer, 
businesH  and  agricultural  credit  transactions. 

In  Dur  view,  S.  730  is  a  well  drafted  bill,  providing  for  an  appropriate  Federal 
override  of  restrictive  State  usury  ceilings,  liie  bill,  however,  recognizes  State  inter- 

■     -  ■       ,.     ■       'ar  Sto '  ...... 

'  irec  veara  of  enactment  of  S.  730.  Th 
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The  Bank  Board's  <^poeitk>n  U>  usury  ceilineE  is  founded  on  the  belief  that,  psra- 
doxically,  restrictive  usury  ceilings  are  not  in  the  best  intereslE  of  those  whom  they 
are  designed  to  protect,  i.e..  the  consumers  of  credit  or  borroweis.  Usury  ceilings 
adversely  affect  borrowers  in  a  number  of  ways.  The  m<st  dramatic  effect  is  to  stop 
the  flow  of  credit  altogether.  This  occurs  when  a  usury  ceiling  is  below  the  market 
rate  that  a  lender  would  have  to  charge  for  a  particular  type  of  loan  in  ortier  to 
cover  its  cost  of  funds  and  profit  marein.  In  that  situation  a  creditworthy  borrower 
with  a  demand  for  funds  and  the  ability  and  willingne^  to  pay  a  market  rate  can 
not  obtain  a  loan  even  though  lenders  may  have  an  ample  supply  of  funds  and  may 
be  desirous  of  making  such  loens. 

Not  only  is  the  flow  of  credit  shifted,  artificially,  away  from  certain  types  of  loans, 
it  is  also  shifted  geographically.  Under  present  law.  thrift  institutions  can  make 
loans  anywhere  in  the  country.  Therefore  the  proper  economic  decision  for  a  lender. 
in  a  restrictive  usury  state,  is  to  seek  markets  outside  of  that  state.  For  example,  in 
reaction  to  a  low  usury  ceiling  on  business  and  agricultural  loans  in  Arkansas,  lend- 
ers will  go  to  Mississippi  or  Louisiana,  or  even  farther  away,  to  Florida  or  California 
to  make  commercial  loans  which  more  accurately  reflect  market  realities.  The  un- 
intended byproduct  of  these  so-called  protective  devices  is  a  distortion  of  the  normal 
How  of  cr^it  and  an  increase  in  lender's  costs  caused  by  the  establishment  of  loan 
production  offices  in  other  states,  including  the  substantial  costs  involved  in  becom- 
ing familiar  with  markets  outside  a  lender's  more  customary  lending  area,  lliew 
increased  costs  are  ultimately  borne  by  the  consumer  and  the  lender.  But  moat  im- 
portantly these  are  unnecessary  costs;  they  are  costs  of  getting  around  artificial 
l^al  barriers  affecting  the  marketplace. 

Of  course  other  well  publicized  examples  of  reactions  to  restrictive  usury  ceilings 
have  been  the  Citicorp  move  of  its  credit  card  operation  to  South  Dakota  and  Dela- 
ware's "open-arm"  policy  toward  lenders.  This  type  of  lender  relocation  is  a  direct 
result  of  artificial  non-economic  barriers  to  the  distribution  of  credit  in  the  market- 
place. 

In  addition,  usury  ceilings  disturb  the  flow  of  information  to  borrowers,  by  mis- 
representing the  true  ccwts  of  credit  in  affected  areas.  Fair  market  value  is  some- 
thing described  as  that  price  which  a  buyer  is  willing  to  pay,  and  a  seller  is  willing 
U>  accept,  both  parties  being  under  no  compulsion  to  act  and  both  possessing  com- 
plete knowledge  of  all  aspects  of  the  contract  involved.  If  this  general  concept  of 
fairness  is  accepted,  it  follows  that  increased  borrower  sophistication,  greater  com- 
petition among  lenders,  and  legislative  safeguards  such  as  the  Truth-ln-Lending  Act 
provide  more  appropriate  means  of  protection  against  unfairly  high  loan  rates,  with- 
out the  market  distortions  which  usury  ceilings  create. 


With  this  as  background,  I  would  like  to  turn  now  to  S.  730,  particularly  Section 
Z.  We  support  the  bill's  provisions  concerning  extension  of  argri cultural  and  busi- 
ness credit.  We  endorse  extending  preemption  to  loans  involving  more  than  $1,000. 
In  addition,  we  support  elimination  of  the  federal  ceiling  on  the  interest  that  may 
be  charged  on  agricultural  and  business  loans.  We  are  pleased  that  the  bill  defines 
"agricultural  credit"  and  "business  credit,"  thereby  providing  helpful  guidance  as  to 
the  applicabiliW  of  Section  2  to  various  transactions. 

Looking  at  Section  3,  we  fully  support  operative  section  531,  which  provides  the 
state  usury  ceiling  shall  not  apply  to  an  "extension  of  consumer  credit '  made  by  a 
"creditor.'  Moreover,  we  support  the  definitions  set  forth  in  section  r>32.  We  believe 
that  these  definitions  will  provide  desirable  guidance  and  certainty  to  both  lenders 
and  borrowers  concerning  the  scope  and  applicabilitv  of  the  preemption.  We  are 
particularly  pleased  that  the  definition  of  '  creditor'  includes  persons  who  make 
mortgage  credit  extensions,  and  therefore  presumably  includes  all  thrift  institu- 
tions. In  addition,  we  read  the  sentence  that  excludes  from  the  definition  of  credi- 
tors persons  that  have  not  complied  with  State  licensing  requirements  as  clearly  in- 
applicable to  Federally  charteried  associations  in  that  they  are  not  subject  to  state 
licensing  requirements.  Nevertheless,  we  would  prefer  language  in  the  bill  or  its  leg- 
islative ni  story  clarifying  that  the  provision  applies  only  to  state  chartered  creditor* 
or  lenders  that  are  otherwise  subject  lo  state  law.  This  would  prevent  any  confusion 
as  to  whether  Federal  associations  must  comply  with  state  licensing  re^uirementa. 
We  note  that  the  definition  of  the  term  "extension  of  consumer  credit'  is  broadly 
defined  to  include  credit  extended  for  personal,  family,  or  household  purposes.  We 
■re  pleased  that  this  d^nition  would  clearly  encompass  second  mortgage  loans,  a 
mi^or  form  of  consumer  credit  extended  by  thrift  i,-- •-•-•- — 
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In  addition,  it  may  be  appropriat«  to  clarify  an  ambiguity  concerning  the  maxi- 
mum allowable  rate  under  section  511  of  the  DIDMCA  pertaining  to  buHiness  and 
agricultural  loans.  You  may  recall  that  the  section  in  question  provided  for  an  inter- 
eat  rate  ceiling  not  in  excess  of  5  per  cent  of  the  discount  rate  on  ninety-day  com- 
mercial paper  in  the  pertinent  Federal  Reserve  district.  If  the  discount  rate  changed 
prior  to  a  rate  adjustment,  it  is  uncertain  whether  the  maximum  allowable  rate 
should  be  detennined  by  the  ceiling  at  the  time  of  the  making  or  at  the  date  of 
adjustment.  This  issue  will  continue  to  exist  under  the  new  law  with  respect  to  pre- 
effective  date  loans.  This  could  be  resolved  by  an  appropriate  clarirication  in  section 
5iac). 

Second,  we  support  section  533,  as  amended.  We  believe  it  is  reasonable  for  states 
to  be  allowed  to  reject  the  Federal  preemption  and  to  re-impose  rate  ceilings,  subject 
to  the  three-year  limitation  for  such  action.  We  also  believe  that  section  533(bM2) 
will  prove  very  useful  in  defining  Congressional  intent  regarding  when  the  preemp- 
tion applies  to  "ongoing"  credit  relationships.  Moreover,  we  believe  that  the  18- 
month  phaseout  penod  for  open-end  credit  extensions  is  highly  desirable  in  order  to 
provide  a  creditor  with  time  to  adjust  \ta  lending  activities  to  satisfy  the  reimposi- 
tion  of  the  state  usury  ceiling. 

Third,  we  note  that  under  new  section  534,  only  the  Board  of  Governors  of  the 
Federal  Reserve  System,  as  opposed  to  each  Federal  fmancial  regulatory  agency, 
would  be  authorized  to  publish  interpretations  regarding  the  scope  and  application 
of  the  usury  preemption.  We  understand  that  single-agency  authority  is  deemed  ap- 
propriate in  that  interpretative  authority  is  to  be  limited  to  signincant  queetiona 
concerning  the  coverage  of  the  Act,  and  that  substantial  regulatory  impact  due  to 
this  authority  is  not  anticipated.  In  our  view,  however,  single-agency  authority 
where  there  may  be  a  need  for  extensive  regulations  requiring  the  exercise  of  tech- 
nical expertise.  Because  this  need  is  not  present  here,  we  believe  it  would  be  more 
efficient  to  follow  the  normal  procedure  of  allowing  each  regulatory  agency  to  issue 
regulations  governing  institutions  subject  to  its  supervisory  authority.  For  example, 
we  note  that  agency  interpretations  under  existing  Subpart  C  of  Title  V  of  Public 
Law  96-221  have  been  consistent  and  that  multiple  authority  has  proven  no  burden 
to  the  private  sector  or  to  any  one  agency.  With  respect  to  section  534{b),  we  believe 
that  the  "hold  hannteas"  provision  contained  therein  is  a  prudent  measure,  and 
would  likewise  support  the  addition  of  a  similar  provision  in  section  501  of  the 
DIDMCA  ^rtainlng  to  loons  secured  on  residential  real  property, 

Concsmmg  Section  4,  we  fully  support  removing  the  federal  limitation  on  interest 
rates  that  may  be  charged  by  federally-chartered  credit  unions.  Such  removal  is  con- 
sietent  with  our  belief  that  usury  ceilings  frustrate  public  policy,  regardless  of 
whether  such  ceilings  derive  from  federal  law  or  from  state  law. 

CONCLUSION 

Historically,  one  of  the  keys  to  our  national  prceperity  has  been  that  Congreas  has 
used  its  constitutional  powers  to  ensure  that  we  have  a  freely-functioning  national 
economy.  S&L«  tap  capital  markets  alt  over  the  United  States  and  may  make  in- 
vestments across  stat«  Boundaries,  Congreas  should  not  be  reluctant  to  use  what  au- 
thority it  pooneoocB  to  ensure  that  this  national  marketplace  for  business,  agricultur- 
al and  consumer  credit  is  accessible  to  all  our  citizens  without  the  hindrantx  of 
anachrmistic  local  restrictions. 

In  sum,  we  support  bread  preemption  of  state  usurv  ceilings  on  consumer,  agricul- 
tural, and  business  cradit.  Because  we  believe  S.  730  provides  an  excellent,  well- 
drafted  vehicle  to  accomplish  this  end,  we  fully  endorse  that  bill.  This  concludes  my 
statement.  I  would  be  pleased  to  answer  any  questions  you  may  have. 

The  Chairman.  Thank  you. 
Chairman  Callahan. 

EDGAR  P.  CALLAHAN,  CHAIRMAN,  NATIONAL  CREDIT  UNION 

ADMINISTRATION  BOARD 
Mr.  Callahan.  Mr.  ChairmBii,  members  of  the  committee,  I  am 

Kased  to  be  here  today  to  present  my  views  on  S.  730,  the  Credit 
r^ulation  and  Availability  Act  of  1983. 

I  fully  support  it,  Mr.  Chairman,  and  I  agree  with  you  and  the 
other  authors  of  this  legislation  that  usury  ceilings  are  no  longer 
serving  the  purpose  for  which  they  were  intended. 
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Ab  I  indicated  in  my  testimony,  on  similar  provisions  before  this 
committee  on  October  30,  1981,  the  ceilings  cause  serious  problems 
when  they  are  actually  subjected  to  market  rates.  The  problem 
occurs  when  unforeseen  inflationary  forces  move  the  market  rates 
into  contact  with  the  ceilings.  A  new  ceiling  must  be  established 
where  serious  problems  occur. 

These  problems  consist  of  distortions  to  business  patterns  and  a 
form  of  credit  rationing,  where  the  least  qualified  borrowers  are 
squeezed  out  of  the  market  and  forced  to  borrow  from  sources  not 
subject  to  restrictive  rates. 

In  1979-80,  we  saw  such  a  distortion  caused  by  the  then  12-per- 
cent Federal  ceiling  on  credit  unions.  For  many  years,  this  ceiling 
served  to  signify  that  credit  unions  were  member-owned  coopera- 
tives where  loans  could  be  obtained  at  reeisonable  rates.  When  in- 
flationary market  forces  caused  the  credit  union  cost  of  funds  to 
rise  to  the  point  whereby  credit  union  earnings  were  actually  ham- 
pered by  the  ceiling,  credit  union  operations  suffered  in  a  needless 
fashion. 

For  example,  prior  to  1979  credit  union  lending  had  been  grow- 
ing at  an  annual  rate  in  excess  of  20  percent.  In  1979,  with  a  bind- 
ing 12-percent  ceiling,  lending  activity  plummeted  to  a  meager  3.1- 
percent  growth.  In  1980  the  situation  worsened  and  credit  union 
loans  outstanding  were  actually  reduced. 

NCUA  concluded  that  the  l2-percent  ceiling  was  directly  respon- 
sible for  a  reduction  of  $870  million  in  credit  union  lending  in  1979 
and  1980. 

Of  course,  Mr.  Chairman,  the  disruptions  to  credit  unions  were 
not  limited  to  their  lending  activities.  Federal  credit  union  asset 
growth  fell  sharply  from  17  percent  in  1978  to  5  percent  in  1979, 
and,  finally,  credit  union  earnings  fell  so  sharply  in  1979  that 
NCUA  deemed  it  necessary  to  waive  the  required  transferred  re- 
serves so  that  reasonable  dividends  might  be  declared. 

Quite  simply,  when  the  return  on  loans  is  insufficient  to  cover 
the  cost  of  funds,  credit  unions  will  always  encounter  serious  prob- 
lems. 

In  March  1980,  credit  unions  were  given  some  relief  by  Public 
Law  96-221.  This  raised  the  ceiling  to  15  percent  and  further  pro- 
vided that  the  NCUA  Board  could,  under  certain  circumstances, 
further  raise  their  ceiling  if  necessary  for  periods  up  to  18  months. 

While  this  present  system  has  worked  so  far,  credit  union  man- 
agers have  communicated  their  concern  to  me  as  to  what  might 
occur  if  the  NCUA  Board  was  unable  to  act.  Political  pressures  or 
other  circumstances,  for  example,  might  cause  a  situation  where 
this  board  or  a  subsequent  board  could  find  it  difficult  to  act 
promptly. 

While  I  am  confident  that  the  present  board  wi!!  meet  its  obliga- 
tions, I  am  certainly  sympathetic  to  their  concerns. 

Further,  I  believe  that  the  lending  rate  is  a  credit  union  business 
decision,  and  it  never  should  have  been  delegated  to  the  NCUA 
Board  in  the  first  place. 

Therefore,  Mr.  Chairman,  I  strongly  urge  that  this  committee 
adopt  this  amendment  to  the  Federal  Credit  Union  Act  at  the  ear- 
'  wt  possible  time. 
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This  concludes  my  testimony.  I  will  be  glad  to  answer  any  ques- 
tions you  or  the  members  of  this  committee  might  have. 
[The  complete  statement  follows:] 

Prepared  Statment  o 

Mr.  Chairman,  members  of  the  Committee,  I  am  pleased  to  be  here  today  to 
present  my  views  on  S.  730  ihe  "Credit  Deregulation  and  Availability  Act  of  1983.'" 
This  bill  would,  upon  enactment,  eliminate  all  state  loan  rate  ceilings  not  only  on 
business  and  agricultural  loans  but  on  consumer  loans  as  well.  However,  the  states 
would  be  given  the  right  to  reject  the  pre-emption  within  a  three  year  period  after 

direc- 

I  am  fully  supportive  of  these  provisions,  Mr.  Chairman,  and  I  agree  with  you  and 
the  other  authors  of  this  legislation  that  usury  ceilings  are  no  longer  serving  the 
purpose  for  which  they  were  intended.  As  I  indicated  in  my  testimony  on  similar 
provisions  before  this  committee  on  October  -tO,  19R1.  these  ceilings  cause  serious 
problems  when  they  are  actually  subjected  to  market  rates.  This  is  a  problem  which 
was  certainly  unintended  by  the  originators  of  the  concept  of  these  ceilings. 

The  ceilings,  in  fact,  were  established  to  prevent  the  practice  of  "loan  sharking" 
or  charging  a  rate  well  above  the  market  rate  to  an  unsuspecting  or  uninformed 
borrower.  They  were  not  established  as  controls  on  the  market  rates  themselves. 
What  has  taken  place  during  most  of  the  years  since  these  ceilings  were  enacted  is 
that  competition  continued  to  establish  the  market  rate  and  in  general  it  remained 
below  the  usury  ceilings.  Perhaps,  in  the  final  analysis,  a  usury  ceiling  lent  its  bless- 
ingto  the  free  market  activity  which  went  on  beneath  it. 

The  problem  occurs  when  unforeseen  inflationary  forces  move  market  rates  into 
contact  with  the  ceilings.  A  new  ceiling  must  be  established  or  serious  problems 
occur.  These  problems  consist  of  distortions  to  business  patterns  and  a  form  of  credit 
rationing  where  the  least  qualified  borrowers  are  squeezed  out  of  the  market  and 
forced  to  borrow  from  sources  not  subject  to  restrictive  rates. 

In  1979-80  we  saw  such  a  distortion  caused  by  the  then  12  percent  Federal  ceiling 
on  credit  unions.  For  many  years  this  ceiling  served  to  signifv  that  credit  unions 
were  member-owned  cooperatives  where  loans  could  be  obtained  at  reasonable  rates. 
When  inflationary  market  forces  caused  the  credit  union  cost  of  funds  to  rise  to  the 
point  whereby  credit  union  earnings  were  actually  hampered  by  the  ceiling,  credit 
union  operations  suffered  in  a  needless  fashion. 

For  example,  prior  to  1979,  credit  union  lending  had  been  growing  at  an  annual 
rate  in  excess  of  20  percent.  In  1979  with  a  binding  12  percent  ceiling,  lending  activ' 
ity  plummeted  to  a  meager  3.1  percent  growth.  In  1980  the  situation  worsened  and 
credit  union  loans  outstanding  were  actually  reduced.  NCUA  concluded  that  the  12 
percent  ceiling  was  directly  responsible  for  a  reduction  of  $870  million  in  credit 
union  lending  in  1979  and  1980. 

Of  course,  Mr.  Chairman,  the  disruptions  to  credit  unions  were  not  limited  to  just 
their  lending  activities.  Federal  credit  union  asset  growth  fell  sharply  from  17  per- 
cent in  1978  to  five  percent  in  1979.  And  finally,  credit  union  earnings  fell  so  sharp- 
ly in  1979  that  NCUA  deemed  it  necessary  to  waive  the  required  transfer  ts  re- 
serves so  that  reasonable  dividends  might  be  declared.  Quite  simply,  when  the 
return  on  loans  is  insufTicient  to  cover  the  cost  of  funds — credit  unions  will  always 
encounter  serious  problems. 

In  March  of  1980.  credit  unions  were  given  some  relief  by  Public  Law  96-221.  This 
raised  the  ceiling  to  15  percent  and  further  provided  that  the  NCUA  Board  could, 
under  certain  circumstances,  further  raise  this  ceiling  if  necessary  for  periods  up  to 
18  months.  Within  nine  months  the  Board  found  that  credit  union  operations  were 
being  adversely  impacted  by  the  15  percent  ceiling  and  it  acted  to  raise  it  to  21  per- 
cent. The  Board  again  met  on  March  10,  1982,  and  agreed  to  continue  the  21  percent 
for  an  additional  18  months.  When  deliberating  this  ceiling,  the  Board  must  take 
into  consideration  certain  important  factors.  First,  its  action  should  not  have  a  cur- 
tailing effect  on  any  credit  union  lending  operation  including,  for  example,  credit 
cards.  Second,  credit  union  managers  must  not  be  forced  to  defer  any  of  their  busi- 
nees  plans  while  "waiting"  for  the  next  NCUA  Board  action.  While  this  present 
system  has  worked  so  far.  credit  union  managers  have  communicated  their  concern 
to  me  as  to  what  might  occur  if  the  NCUA  Board  was  unable  to  act.  Political  pres- 
sures or  other  circumstances,  for  example,  might  cause  a  situation  where  this  Board 
or  a  subsequent  Board  could  find  it  difncult  to  act  promptly. 
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While  1  am  confident  that  the  present  Board  will  meet  ita  obligations,  1  am  cer- 
tainly sympathetic  to  their  concerns.  Further.  1  believe  that  the  lending  rate  is  a 
credit  union  business  decision  and  It  never  should  have  been  delegated  to  the  NCUA 
Board  in  the  first  place. 

Therefore,  Mr.  Chairman,  1  strongly  urge  the  Committee  to  adopt  the  amendment 
to  the  Federal  Credit  Union  Act  at  the  earliest  possible  time. 

Of  a  technical  nature,  1  would  suggest  as  I  did  last  time,  that  the  report  language 
on  this  amendment  ensure  that  the  subsequent  establishment  of  a  ceiling  by  a  Fed- 
eral credit  union  board  of  directors  has  the  force  and  effect  of  a  Federally  author- 
ized rate  and  that  other  provisons  of  the  Federal  Credit  Union  Act  relating  to  inter- 
eat  rates  such  as  late  charges.  Prepayment  penalties,  and  other  credit  activities  of 
Federal  credit  unions  are  not  affected. 

This  concludes  my  testimony.  I  will  be  glad  to  answer  any  questions  which  you  or 
the  members  of  this  Committee  might  have. 

The  Chairman.  Mr.  Silverberg. 

STANLEY  C.  SILVERBERG.  DIRECTOR.  DIVISION  OF  RESEARCH 
AND  STRATEGIC  PLANNING.  FEDERAL  DEPOSIT  INSURANCE 
CORPORATION 

Mr.  SiLVERBERG.  Mr.  Chairman,  I  have  a  brief  statement  which  I 
would  like  to  summarize. 

I  am  pleased  to  have  an  opportunity  to  testify  on  S.  730. 

The  Monetary  Control  Act  of  1980  preempted  State  usut?  limits 
on  residential  first  mortgages  and  established  minimum  ceilings  on 
certain  agricultural  and  business  credits  for  a  3-year  period  which 
ended  March  31,  1983. 

With  respect  to  both  of  these  provisions,  States  were  given  3 
years  during  which  they  could  override  the  Federal  preemption. 
S.  730  would  eliminate  interest  rate  ceilings  altogether  on  the  same 
covered  areas  of  agricultural  and  business  credit  and  eliminate 
rate  ceilings  on  consumer  credit. 

Any  State  action  previously  taken  to  override  the  1980  act  would 
continue  to  be  in  force,  and  an  additional  3-year  period  for  possible 
for  State  override  would  be  included. 

The  FDIC  endorses  S.  730.  We  believe  that  usury  ceilings  are  an 
impediment  to  market  behavior  and  that  these  ceilings  adversely 
affect  all  sectors  of  the  economy. 

The  best  assurance  that  potential  borrowers  have  access  to  credit 
on  terms  consistent  with  prevailing  financial  conditions  comes 
from  the  maintenance  of  competitive  markets.  Usury  ceilings  actu* 
ally  reduce  competition.  They  tend  to  injure  the  very  people  they 
are  intended  to  aid  by  denying  them  access  to  credit. 

During  the  last  few  years,  Congress  has  taken  important  steps  to 
increase  competition  in  financial  markets.  Thrift  lending  powers 
have  been  substantially  increased.  Many  States  have  responded  to 
Federal  action  by  liberalizing  lending  options  for  State^hartered 
institutions. 

Interest  rate  ceilings  have  been  substantially  liberalized.  While 
some  restrictions  remain,  depository  institutions  probably  will  be 
completely  deregulated  with  respect  to  what  they  can  pay  for  funds 
very  soon. 

Dere^lation  has  resulted  in  market  situations  where  outside 
competitors  can  easily  penetrate  local  markets  wherever  institu- 
tions pay  significantly  less  than  prevailing  market  rates. 

If  community  banks  and  thrifts  are  to  be  viable  competitors  in 
the  marketplace,  they  will  have  to  be  able  to  earn  market  rates  on 
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consumer,  business,  and  agricultural  loans.  If  they  can't,  they 
won't  be  able  to  pay  market  rates  for  deposits.  Deposits  will  ^ft  to 
depository  and  other  financial  institutions  in  other  parte  of  the 
country  that  do  pay  higher  rates. 

As  a  result,  ceilings  will  adversely  affect  local  institutions,  limit 
local  borrowing  options  and  adversely  affect  those  that  ceilings  are 
supposed  to  protect. 

Credit  markets  have  become  increasingly  national  in  scope.  We 
believe  the  Federal  Government  should  continue  to  play  a  role  in 
trying  to  eliminate  usury  ceilings,  and  we  support  S.  fSO. 

[The  complete  statement  follows:] 


Mr.  chairman;  I  am  plei  ...  _  .  ._  ,_    

amend  the  Depository  Institutions  Deregulation  and  Monetary  Control  Act  of  1980. 
The  latter  bill,  among  other  provisions,  preempted  state  usury  limits  on  residential 
firet  mortgages  and  established  minimum  eeilmgs  on  certain  agricultural  and  busi- 
ness credits  for  &  three-year  period  which  ended  March  31,  1983.  With  respect  to 
both  of  these  provisions  states  were  given  three  years  during  which  they  could  over- 
ride the  Federal  preemption. 

S.  730  would  eliminate  interest  rate  ceilings  altogether  on  the  same  covered  areas 
of  agriculturBl  and  business  credit  and  eliminate  rate  ceilings  on  consumer  credit. 
Ceilings  would  also  be  removed  on  all  loans  of  Federal  credit  unions.  S.  730  would 
permit  states  to  override  the  Federal  statute  during  a  three-year  period  following  its 
enactment  and,  in  addition,  any  state  action  previously  taken  to  override  the  1980 
Act  would  continue  to  be  in  force.  If  S,  730  is  enacted,  it  could,  for  all  practical  pur- 
poses, eliminate  usury  ceilings  altogether  in  states  that  have  not  overridden  provi- 
sions of  the  1980  Act  and  choose  not  to  override  S.  730. 

The  FDIC  endorses  S.  730.  We  believe  that  usury  ceilings  are  an  impediment  to 
market  behavior  and  that  these  ceilings  adversely  affect  all  sectors  of  the  economy. 
The  case  against  usury  ceilings  has  been  well  documented  in  theoretical  and  empiri- 
cal studies.  Those  parties  most  directly  impacted  by  ceilings  in  those  states  with  the 
most  restrictive  ceilings  have  been  among  the  strongest  advocates  of  revision,  pro- 
viding practical  evidence  of  the  perverse  nature  of  restrictive  ceilings. 

A  recent  study  of  the  impact  of  the  ceiling  on  consumers  in  Arkansas  documents 
how  ceilings  acted  to  reduce  consumer  options,  to  channel  financing  to  more  costly 
and  less  efficient  alternatives,  to  raise  credit  standards  and  limit  terms  so  that 
lower  income  consumers  were  rationed  out  of  the  market,  and  generally  to  affect 
the  economy  in  a  perverse  manner.  Other  studies  and  more  casual  observations  in- 
dicate similar  and  equally  perserve  results  in  other  situations  where  usury  ceilings 
have  been  very  restrictive. 

The  Depository  Deregulation  and  Monetary  Control  Act  of  1980  set  minimum  ceil- 
n  agricultural  and  business  loans  that  were  tied  to  the  Federal  Reserv  '' 
rat«.  Many  have  testified  again 
administered  short-term  rate  (I  did  in  testimonv  o 
ago).  We  are  please  that  S.  730  seU  no  rate-tied  ceiling.  While  better  choices  exist 
that  the  discount  rate,  there  is  no  assurance  that  a  market-tied  ceiling  won't 
become  overly  binding  at  some  future  date.  We  favor  the  provisions  of  S.  730  which 
eliminate  ceilings  altogether,  if  states  don't  act  to  override.  Also,  we  strongly  favor 
the  inclusion  of  consumer  loan  rates  in  the  Bill. 

The  best  assurance  that  potential  borrowers  have  access  to  credit  on  terms  con- 
■istcat  with  risk,  prevailing  interest  rates  and  the  overall  demand  and  supply  of 
savings  comes  from  the  maintenance  of  competitive  markets  in  the  fmancial  serv- 
ices industry.  Usury  ceilings  actually  reduce  competition  and  the  alternatives  avail- 
able in  local  credit  markets.  They  tend  to  ir^ure  the  very  people  they  are  intended 
to  sid  by  denying  them  access  to  credit. 

During  the  last  few  years  Congress  has  taken  important  steps  to  increase  competi- 
tion in  financial  markets.  Thrift  powers  to  lend  m  business  and  consumer  credit 
markets  have  been  substantially  increased,  and  many  states  have  responded  to  Fed- 
eral action  by  liberalizing  lending  options  for  state-chartered  institutions.  Interest 
rate  ceilings  have  been  substantially  liberalized.  While  some  restrictions  remain 
(which  we  nope  will  be  dismantled  BOOn),  it  is  not  much  of  an  exaggeration  to  say 
that  depooito^  institutions  are  unregulated  with  respect  to  what  they  can  pay  for 
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funds.  And  that's  certainly  true  of  their  competitors.  This  has  resulted  in  market 
SJtuationE  where  outside  competitors  can  easily  penetrate  local  markets  wherever 
institutions  pay  significantly  less  than  prevailing  market  rates.  Competition  has 
been  substantially  expanded  for  retail  depoeits. 

In  order  to  earn  satisfactory  returns  on  funds  that  are  no  longer  available  at  bar- 
gain rates,  lenders  are  under  pressure  to  seek  out  loan  alternatives  in  their  tradi- 
tional trade  areas  or.  if  necessary,  in  other  areas.  Thus,  fewer  markets  will  be  insu- 
lated. Competition  has  been  increased  and  that  increase  is  likely  to  spread.  As  a 
result,  we  do  not  see  any  need  to  protect  borrowers  from  "eneessive"  rates.  If  com- 
munity banks  and  thrifts  are  to  be  viable  competitors  in  the  marketplace  they  will 
have  to  be  able  to  earn  market  rates  on  consumer,  business  and  agricultural  loans. 
If  they  can't,  they  won't  be  able  to  pay  market  rates  for  deposits.  Depoeits  will  shin 
to  depository  and  other  fmancial  institutions  in  other  parts  of  the  country  that  pay 
higher  rates.  As  a  result  ceilings  will  adversely  affect  local  institutions,  limit  local 
borrowing  options  and  adversely  affect  those  that  ceilings  are  supposed  to  protect. 

We  note  from  the  financial  press  that  recent  declines  in  interest  rates  may 
remove  pressure  to  abolish  ceilings  through  Federal  legislation.  It  is  true  that  not  as 
many  state  ceilings  are  below  market  rates  today  than  at  some  times  in  the  past. 
However,  nobody  can  forecast  interest  rates  with  a  great  deal  of  confidence.  'Too 
many  external  forces  can  affect  rates  and,  in  the  past,  Ihey  have.  We  see  no  reason 
to  have  second  thoughts  about  eliminating  ceilings  now,  just  because  doing  so  is  not 
that  urgent. 

We  believe,  and  I  have  already  suggested,  that  credit  markets  have  become  more 
and  more  national  credits.  No  one  would  question  this  with  respect  to  large  corpo- 
rate credits.  Indeed,  many  foreign  banks  have  penetrated  lending  markets  for  what 
used  to  be  considered  regional  Arms,  let  alone  the  lending  market  for  national 
firms.  In  consumer  and  real  estate  markets  there  are  many  national  participants 
including  bank  and  afTiliates  and  major  nonbank  fmancial  conglomerates.  We  are 
not  overW  troubled  by  Federal  preemption  in  this  area  as  S.  730  does  give  states  the 
option  of^overriding  the  elimination  of  ceilings  as  did  the  19R0  Act.  We  understand 
that  about  15  states  took  advantage  of  this  option  in  the  last  three  years,  although 
some  merely  preserved  their  future  options  without  imposing  ceilings. 

Mr.  Chairman,  the  FDIC  supports  S.  730. 

The  Chairman.  Thank  you  very  much.  Gentlemen,  that  is  truly 
a  remarkable  perTormance.  In  my  8V^  years  in  the  Senate,  I  have 
never  heard  five  witnesses  do  their  testimony  in  less  than  15  min- 
utes. [Laughter.] 

It  is  incredible.  I  eun  impressed.  We  appreciate  your  concise  testi- 
mony. 

The  Federal  Reserve  Bank  of  Chicago  study  concluded  that  from 
an  economic  point  of  view  there  is  clear  benefit  from  Federal  pre- 
emption of  usury  ceilings.  Uniformity  enables  markets  to  work 
more  efficiently  and  removes  the  differentials  that  distort  credit 
flows  among  the  States. 

That  study  also  indicated  that  the  economic  benefits  need  to  be 
weighed  against  the  political  implications  of  Federal  preemption.  I 
don  t  know  that  the  Chicago  Fed  should  be  discussing  the  political 
considerations.  They  might  confine  themselves  to  the  economic  im- 
plications. 

Governor  Partee,  you  are  the  only  one  of  the  regulators  who, 
while  opposing  credit  interest  rate  ceilings,  hsts  reservations  about 
Federal  involvement  in  this  area.  I  would  like  you  to  comment  on 
the  Chicago  Fed's  viewpoint  that — economically  speaking,  uniform- 
ity is  beneficial,  and  ask  you  if  the  Fed's  objection  to  Federal  pre- 
emption is  based  on  economic  or  political  considerations. 

Mr.  Partes.  Mr.  Chairman,  I  didn't  happen  to  read  the  Chicago 
Fed  article,  so  I  am  unable  to  sigree  or  disagree  with  it.  I  agree 
with  the  economic  argument  for  removing  interest  rate  ceilings  on 
the  vast  number  in  business,  mortgage,  and  consumer  credit  trans- 
actions. I  think  the  economic  ailments  are  very  strong,  and  have 
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been  for  a  long  time.  I  very  strongly  favor  not  having  usury  ceil- 
ings because  of  their  interference,  which  creates  great  difficulties, 
in  the  proper  workings  of  those  markets. 

I  agree  with  the  other  witnesses  here,  that  two  things  make  it 
more  difficult  to  try  to  maintain  the  usury  ceilings.  First,  that  we 
have  der^ulated  on  the  liability  side  for  the  depository  institu- 
tions, and  ne(»88arily  then,  they  have  to  be  able  to  have  the  free- 
dom to  operate  on  the  asset  side. 

Second,  that  the  opportunities  for  jumping  from  one  State  to  an- 
other, for  both  the  extension  of  credit  and  the  obtaining  of  credit, 
have  grown  much  greater  over  the  last  several  years.  Thus  on  eco- 
nomic and  political  grounds,  1  would  say  that  for  the  vast  minority 
of  credit,  it  would  be  better  not  to  have  the  ceiling. 

SMALL  LOANS  TO  DISADVANTAGED  BORROWERS 

The  concern  that  I  have  with  preempting  usury  ceilings,  and  I 
believe  that  my  associates  on  the  Federal  Reserve  Board  share,  is 
in  the  consumer  credit  field.  Here  we're  talking  about  small  loans 
to  disadvantaged  borrowers,  such  as  might  have  been  made  under 
the  small  loan  laws  or  such  as  credit  sales  that  are  made  by  some 
furniture  stores,  appliance  dealers,  and  lenders  like  that. 

The  question  is,  if  the  rate  is  already  50  percent,  will  raising  it  to 
100  be  helpful  to  the  borrower?  And  I  guess  I  would  feel  that  eco- 
nomic logic  tends  to  break  down  at  the  point  where  the  risk  of  the 
transaction  and  the  status  of  the  two  participants  in  the  transac- 
tion are  such  that  it  can  escalate  the  rates  to  the  point  where  it 
will  just  get  the  borrower  in  more  and  more  trouble.  This  was  the 
reason  the  smedl  loan  laws  that  exist  today  were  psissed. 

The  Board  does  not  oppose  preemption  as  it  has  tended  to  do  in 
past  hearings.  What  it  does  suggest  is  that  the  States  ought  to  have 
a  chance  to  look  particularly  in  those  areas  of  consumer  credit  that 
involve  small  customers,  small  loans,  and  see  where  it  would  be 
best  to  override  that  preemption.  I  am  sure  that  there  would  be 
such  instances  in  some  of  the  States. 

The  Chairman.  I  don't  disagree  with  you  on  that.  But  any  inter- 
est rate  you  set  is  a  usury  ceiling,  therefore  we  look  to  other  laws 
to  try  and  protect  against  that  situation. 

Mr.  Conover,  in  your  statement,  you  suggest  that  when  creditors 
do  not  make  a  fair  rate  of  return  from  interest  rate  ceilings,  they 
compensate  by  imposing  more  stringent  noninterest  provisions  on 
their  lending  and  by  increasing  noninterest  costs  such  as  the  price 
of  the  goods  or  the  services. 

This  occurs  even  though  the  explicit  cost  of  credit,  the  interest 
rate,  is  lower  due  to  the  ceiling. 

Is  the  total  overall  cost  to  the  borrower  often  the  same  as  if  you 
had  not  had  an  interest  rate  ceiling  if  you  add  in  those  other  costs? 

Mr.  Conover.  It  could  be  the  same,  or  it  could  be  higher.  If  the 
usury  ceiling  were  removed,  I  think  credit  availability  would  be  in- 
creased, and  the  dependence  on  those  other  pricing  mechanisms 
would  decline. 

The  Chairman.  Don't  these  noninterest  conditions  and  costs  tend 
to  really  ^low  the  lender  to  hide  the  total  cost  of  the  transaction? 

Mr.  Conover.  Yes;  they  do. 
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The  Chairman.  That's  why  I  have  a  little  difficulty  in  undei^ 

standing  the  great  benefit  of  interest  rate  ceilings. 

I  continue  to  talk  about  interest  rate  ceilings.  I've  been  *j>llting 
about  them  for  so  long  in  relation  to  regulation  Q,  now  I  have  a 
hard  time  making  the  transition  to  discussing  them  in  the  context 
of  usury. 

But  it  seems  to  me  that  once  again,  as  I  said  to  Secretary  Sprin- 
kel,  they  encourage  higher  cost  transactions.  They  push  the  lower 
income  segment,  over  and  over  again,  to  those  types  of  transactions 
that  hurt  the  very  people  that  the  ceilings  are  intended  to  help. 

There  are  so  many  examples  of  the  unsophisticated  borrower  get- 
ting driven  someplace  where  there  are  more  added  costs,  and  they 
are  being  hoodwinked  deliberately.  This  is  a  result  of  not  being 
able  to  charge  market  rates  in  the  basic  interest  rates,  and  be  up 
front  about  it. 

Mr.  CoNOVER.  I  would  agree  with  that.  If  the  lender  cannot  get 
the  market  rate  through  one  means — if  he  chooses  to  lend  at  all, 
which  he  may  not — he  may  very  well  try  to  increase  his  profitabil- 
ity by  other  meeins,  such  as  these  other  ways  of  increasing  the 
price  of  credit. 

The  Chairman.  Senator  Proxmire? 

Senator  Proxmibb.  Governor  Partee.  I  don't  know  if  I  put  it 
properly:  When  you  say  you  seem  to  be  the  lone  holdout  against 
this  legislation,  you're  sort  of  a  mild  holdout  at  the  same  time. 

You've  lost  the  FDIC  as  an  ally  from  your  position  in  the  past  2 
years.  Obviously,  you  don't  think  the  arguments  in  favor  of  the  bill 
are  so  powerful  as  to  override  the  provisions. 

I  wonder  if  you  could  expand  on  your  view  that  nothing  has  hap- 
pened over  the  past  few  years  that  would  mandate  Federal  preemp- 
tion of  State  statutes? 

Mr.  Partee.  A  lot  has  happened  over  the  last  few  years,  Senator. 

MANDATE  FEDERAL  PREEMPTIVE  LEGISLATION 

Senator  Proxmire.  But  nothing  that  would  mandate  Federal  pre- 
emptive legislation? 

Mr.  Partee.  Mandating  Federfil  preemption  of  usury  ceilings  of 
all  kinds  seems  to  be  a  very  strong  action  to  take.  We've  lookeid  at 
the  consumer  loan  laws  of  some  States  and  found  usury  implica- 
tions in  many,  many  aspects  of  State  law.  In  the  case  of  Massachu- 
setts, as  I  recall,  there  are  more  than  a  dozen  laws  that  each  have 
numerous  provisions  addressing  some  aspect  of  luiury  ceilings  or 
rate  ceilings.  To  preempt  these  provisions  of  State  law  without 
knowing  what  the  impact  of  that  will  be  on  the  State,  seems  to  me 
to  be  a  very  strong  step  to  take.  For  this  reason,  we  continue  to 
have  reservations. 

I  might  add  that  the  bill  before  you  calls  upon  us  to  distinguish 
between  rate  laws  that  would  be  preempted  cmd  consumer  credit 
protections  that  would  not  be  preempted.  We're  concerned  and  ap- 
prehensive about  what  that  might  mean  due  to  the  complexity  of 
State  laws. 

Senator  Proxmire.  You've,  obviously,  looked  at  this,  and  you  cite 
Massachusetts  as  an  example. 
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Is  there  any  way  we  can  get  a  comprehensive  notitm  of  what 
these  State  laws  are  that  you  feel  might  be  ofiiended  by  this  action? 

Mr.  Paktck.  No,  sir,  we  haven't  been  able  to  do  that.  It's  a  very 
labcoioiis  job,  and  would  require  legal  research  of  some  depth 
into  each  State's  situation.  Sometimes  the  situation  differs  greatly 
among  Statea  Louisiana,  which  has  a  different  legal  background 
than  other  States  of  the  union,  for  example,  requires  almost  a  dif- 
ferent mentality  of  lawyer  to  look  at  the  provisions. 

So,  we  haven't  been  able  to  do  it  and  we're  not  sure  what  the 
problems  will  be  in  trsdng  to  distinguish  between  consumer  credit 
protections  and  usury  ceUings  or  rate  laws. 

What  I  do  mean  to  say.  Senator,  is  that  our  view  now  is  that  per- 
haps in  this  case  an  override  provision,  racier  than  a  total  preemp- 
tion, is  warranted. 

Senator  Psoxhibe.  I  understand  that  the  law,  that  expires,  and 
you  object  to  that  provision.  I'm  not  sure  whether  we  can  put  it  in 
at  this  part  of  the  biB  or  not,  tying  agricultural  credit  to  5-percent- 
age  points  above  the  discount  rate. 

You  object  to  that. 

Mr.  Pabtke.  We've  always  objected  to  tying  the  ceiling  to  the  dis- 
count rate. 

Senator  Pboxuirb.  What  Grovemment  rate  would  be  better? 

Mr.  Partes.  I  would  think  a  short-term  market  rate. 

Senator  Pboxburb.  The  short-term  market  rates? 

Mr.  Partes.  The  6-month  Treasury  bill.  The  retison  is  that  at 
times,  we  have  need  to  move  the  discoimt  rate  in  a  way  that  may 
not  be  reflecting  of  the  market. 

Senator  Proxhibb.  Do  you  think  that  the  State  usury  ceilings 
help,  restraining  the  economy  in  times  when  that's  appropriate 
monetary  policy? 

I  asked  that  same  question  of  Mr.  Sprinkel,  but  he's  a  monetar- 
ist, and  he  gave  me  the  kind  of  an  answer  I'd  expect.  You're  a  little 
more  eclectic,  and  I'd  like  to  hear  your  explanation. 

Mr.  Partee.  Yes,  I  heard  the  exchange,  Senator.  I  don't  believe 
that  usury  ceilings  are  very  important  considerations  in  this  case. 

The  argument  usually  has  to  do  with  whether  various  nonprice 
rationing  provisions  which  might  be  much  broader  than  usury  ceil- 
ings would  help  to  restrict  the  credit  flow,  and  thereby,  the  supply 
of  money  and  credit.  I  would  say  there  is  a  credit  rationing  effect 
that  can  restrict  the  growth  of  money  and  credit,  but  the  issue  that 
we  have  before  us  today  is  so  minor  quantitatively  that  I  don't 
think  it's  an  important  consideration  in  that  argument. 

CXINSUMES  LOAN  RATES  VERSUS  BUSINESS  LOAN  RATES 

Senator  Proxhirb.  Do  you  feel  there's  a  difference  between  con- 
simier  loan  rates  and  business  loan  rates?  The  reason  I  ask  that  is 
because,  as  Mr.  Schechter,  who  is  going  to  testify  later,  points  out, 
about  a  month  ago.  Assistant  Secretary  of  the  Treasury  Manuel 
Johnson  testified  before  a  subcommittee  of  this  committee  and 
said,  "Consumer  loan  rates  Eire  generally  considered  to  be  adminis- 
tored  rates,  rather  than  competitive." 
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The  reason  was  the  restrictive  market  in  which  the  consumer 
borrower  shops  for  credit,  generally  in  his  immediate  neighborhood 
or  town,  and  perhaps  only  at  his  institution  of  deposit. 

Furthermore,  large  banks  Hke  Citibank,  with  220  branches  in 
New  York  City  are  a  large  local  market  influence. 

He  argues  that  lenders  don't  have  to  respond  quickly  on  consum- 
er rates  to  market  forces,  and  of  course,  when  you're  lending  to 
business,  it's  much  more  competitive,  £md  we  can  respond  more 
quickly. 

If  that's  the  case,  is  it  possible  that  this  legislation  might  put  the 
consumer  at  a  disadvantage,  because  these  are  administered  rates? 

They'd  be  more  likely  to  administer  them  at  a  level  that  would 
be  profitable  for  the  lender,  and  therefore  higher  and  unfair  to  the 
borrower. 

Mr.  Partee.  There  is  a  degree  of  administration,  no  doubt,  in  the 
consumer  lending  area.  As  a  Virginia  resident,  I  have  recently 
been  receiving  notices  from  the  department  stores  that  they  will  be 
raising  their  rates  to  21.6  percent  beginning  in  April.  And  there's 
no  economic  or  marketplace  justification  whatsoever  for  that.  It 
simply  reflects  an  increase  in  the  usury  ceiling  permitted  in  the 
State  of  Virginia. 

So,  I  can  understand  Henry  Schechter's  point  of  view  on  this,  I 
would  say,  though,  that  market  competition  is  growing  all  the  time 
in  the  major  consumer  lending  markets.  Hardly  a  week  goes  by  but 
that  I,  and  I'm  sure  you,  don't  receive  offers  of  credit  from  other 
States,  usually  involving  large  eunounts  of  money  rather  than  low 
interest  rates.  But  also,  increasingly,  competition  is  bringing  lower 
rates  to  bear  as  lenders  have  funds  to  put  to  work.  So  that  it's  a 
mixed  bag,  I  believe,  Senator. 

I  would  say  that  time  is  increasing  competition.  Time  and  condi- 
tions, and  that  this  will  reduce  the  degree  of  administration  in  the 
rate  structure. 

But  there  still  is 

Senator  Proxmire.  That  doesn't  bother  you  very  much  at  the 
present  time?  Things  are  moving  in  the  right  direction.  It's  suffi- 
ciently competitive  now  so  that  we  don't  need  usury  limits. 

Mr.  Partee.  I  certainly  wouldn't  attempt  to  use  those  depart- 
ment store  credit  lines. 

Senator  Proxmire.  Mr.  Conover,  there's  been  a  great  deal  of  reli- 
ance on  the  part  of  Mr.  Sprinkel  and  others,  and  1  think  the  bill 
itself  relies  on  competition  in  the  marketplace. 

I  just  wonder  how  really  effective  that  is?  Some  Stat«8  have 
strict  entry,  for  example,  into  the  finance  comptiny  business.  There- 
by curbing  competition. 

If  the  Federal  Government  repeals  all  usury  ceilings,  do  you 
think  we  should  see  if  we  could  take  some  kind  of  an  action  pre- 
venting that  kind  of  limitation  on  entry  by  finance  companies? 

Mr.  Conover.  As  I  think  you  know,  Senator,  I  am  a  strong  advo- 
cate of  increased  competition  among  all  types  of  financial  institu- 
tions, and  I  advocate  the  breaking  down  of  geographic  barriers  that 
would  prevent  increased  competition  from  happening. 

So,  I  think  anything  we  could  do  in  preventing  restricted  entry 
would  be  good  for  the  public. 
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Senator  Proxmire.  So,  you'd  support  Federal  preemption  legisla- 
tion in  that  area? 

Mr.  CoNOVER.  Well,  at  that  point,  you  are  getting  into  issues  in- 
volving what  could  be  called  the  dual  banking  system.  The  question 
is  whether  or  not  we  ought  to  continue  to  have  State-chartered  fi- 
nancial institutions  of  one  particular  cat^ory  or  another. 

So,  I  do  not  think  I  am  prepared  to  say  that  we  ought  to  have 
entry  restrictions. 

Senator  Proxmire.  You  see  the  dilemma  that  puts  us  in. 

Mr.  CoNOVER.  Yes;  I  do. 

Senator  Proxmire.  On  the  one  hand,  we  can  keep  up  competition 
by  finance  competition.  On  the  other  hand,  we  take  ofT  the  usury 
ceilings  and  protect  the  consumer  eigainst  the  limited  competition. 

Mr.  CoNOVKR.  On  the  other  hand,  there  are  many  different  types 
of  institutions  that  offer  these  kinds  of  services,  that  are  not  re- 
stricted, that  do  not  have  restricted  entry  as  a  State  finance  compa- 
ny might. 

Additioneilly,  I  think  we  are  seeing  more  and  more  competition 
across  State  fines  in  the  lending  area,  as  we  have  seen  recently  in 
the  deposit  area. 

Senator  Proxbure.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Hawkins. 

Senator  Hawkins.  Mr.  Conover,  or  whoever  on  the  panel  can 
answer  this,  can  you  give  me  examples  where  States  have  lifted  the 
usury  rate  and  consumer  interest  rate  went  down? 

Mr.  Conover.  I  cannot  give  you  any  examples  of  that,  Senator, 
because  I  do  not  believe  that  the  meu-ket  interest  rate  is  affected  by 
the  existence  of  a  usury  ceiling  at  all. 

I  think  market  rates  are  quite  independent  of  it. 

Senator  Hawkins.  It  puts  a  ceiling  on  it,  does  it  not? 

Mr.  Conover.  If  we  think  in  terms  of  two  kinds  of  rates— there  is 
a  market  that  is  determined  by  forces  in  the  marketplace  and  the 
rate  is  whatever  it  is.  If  you  impose  a  usury  ceiling  in  a  situation 
where  the  market  rate  exceeds  the  usury  ceiling,  the  market  rate 
itself  still  exists  and  funds  will  flow  out  of  restricted  areas  where 
that  usury  ceiling  is  in  effect  into  nonrestricted  areas  in  order  to 
achieve  the  market  rate. 

Mr.  Pratt.  Senator,  I  might  be  able  to  be  somewhat  helpful  on 
this. 

In  one  of  my  earlier  incarnations  as  a  college  student,  I  was  a 
bill  collector  for  a  small  loan  company  in  a  State  that  had  a  usury 
ceiling  of  36  percent  for  small  loans.  We  uniformly  charged  the  36 
percent  rate. 

While  that  law  may  still  be  in  effect,  to  a  very  large  extent,  that 
36  percent  credit  has  been  supplanted  with  the  type  of  national 
credit  cards — VISA,  Master  Charge,  and  so  on — which  typically 
charge  about  18  percent.  Credit  costs  in  that  area  was  thereby  re- 
duced rather  substantially. 

In  the  agency  which  we  administer,  we  did  see  substantial  exam- 
ples of  States  with  severe  usury  laws,  where  a  major  segpnent  of 
the  public  was  excluded  and  people  were  not  able  to  obtain  mort- 
gage loans. 

Whether  the  borrowers  obtained  loans  at  higher  rates  or  were 
simply  excluded  from  the  market,  I  am  not  sure.  But  my  guess 
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would  be  that  those  who  did  And  places  to  borrow  money  were 
paying  a  higher  rate  than  after  the  usury  ceiling  was  eliminated 
and  credit  flowed  freely  to  those  people. 

Mr.  Partes.  As  a  factual  response,  Senator,  in  recent  months 
we've  had  many  cases  where  interest  rates  have  come  down  in 
States  that,  at  the  same  time,  have  been  lifting  or  have  already 
lifted  usury  ceilings.  Car  loan  rates  have  dropped,  second  loan 
mortgage  rates  have  dropped  quite  generally  around  the  country. 
There  are  some  that  I  don't  believe  have  dropped,  such  as  credit 
cards  and  department  store  charge  cards.  They  have  tended  to  go 
to  the  usury  ceiling. 

But  we've  had  numerous  examples  of  a  decline  in  consumer 
rates. 

Senator  Hawkins.  President  Reagan  and  other  members  of  the 
administration  have  decried  the  feiilure  of  consumer  interest  rates 
to  follow  market  rate  declines.  And  we've  seen  a  large  spread, 
which  we  used  at  the  hearings  that  we  conducted — Senator  Prox- 
mire  and  1  conducted  on  consumer  interest  rates.  We've  seen  such 
a  large  spread  between  what  banks  pay  for  their  money,  as  meas- 
ured by  the  Federal  funds,  and  the  rates  that  they  chaise  for  con- 
sumer loans. 

Are  there  any  statistics  available  indicating  the  profit  mat^n  for 
banks  in  consumer  lending? 

Mr.  CoNOVER.  Senator,  the  problem  in  coming  up  with  a  profit 
margin  for  a  particular  cat^ory  of  loein  is  that  it  is  difficult  to 
know  what  sorts  of  funds  to  select  as  being  the  source  of  the  money 
that  is  being  lent. 

Since  you  have  deposits,  for  example,  on  the  liability  side  of  the 
balance  sheet  purchased  at  different  rates  for  different  terms  and 
so  forth,  it  is  difficult  to  say  which  of  those  sources  of  funds  are 
used  as  the  source  for  a  consumer  loan  that  might  be  at  18  percent. 

So,  I  know  of  no  data  that  indicates  the  relative  profitability  of  a 
credit  card  operation  or  consumer  loan  versus  commercial  loans  or 
mortgage  loans. 

Money  being  fungible,  it  is  difficult  to  determine. 

Senator  Hawkins.  You're  telling  me  you  don't  color-code  the  dol- 
lars? 

Mr.  CoNOVER.  Exactly. 

Senator  Hawkins.  Why  would  the  banks  stay  in  any  business 
that  they  lose  money  on? 

Mr.  CoNOVER.  It  is  hoped  that  over  the  long  term,  banks  would 
not  continue  lending  if  they  knew  they  were  losing  money  on  it. 

IMPACT  OF  FAILURE  IN  FOREIGN  LOAN  REPAYMENTS 

Senator  Hawkins.  That  leads  to  another  question— on  foreign 
loans. 

Do  you  have  any  feeling,  in  the  constant  headlines  that  we  see 
and  stories  that  we're  reading,  that  one  of  the  reasons  consumer 
interest  is  staying  abnormally  high  is  to  give  a  hedge  against  for* 
eign  loans  that  may  have  been  given  without  a  thoughtful  process 
in  recover? 
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Mr.  CcmovKB.  I  have  seen  those  reports  in  the  press  as  well.  I 
think  banlu  are  under  considerable  profit  pressure  today  from  sev- 
eral different  dimensions. 

Foreign  loans — or  the  potentied  for  a  loss  on  foreign  loans — is 
<H)e  of  them.  Losses  on  domestic  loans  are  another  important 
reason.  Finally,  because  of  the  fact  that  we  deregulated  interest 
ceilings  on  the  liability  side  of  the  balance  sheet,  Imnks  are  having 
to  make  every  effort  to  maintain  normal  interest  rate  spreads  and 
to  maintain  their  profitability.  I  think  we  expect  them  to  do  that. 

So,  I  do  not  think  there  is  amy  single  contributor  to  higher  con- 
sumer interest  rates. 

Senator  Hawkins.  We  read  a  lot  about  the  big  banks,  you  know, 
the  huge  banks.  But  I  understand  that  Treasury  has  identifled 
nearly  400  banks  in  35  States  and  Puerto  Rico  with  foreign  loans  of 
at  least  $10  million  on  their  books. 

Does  this  indicate  to  any  of  you  that  the  problem  is  not  confined 
to  just  the  big  market-center  bank? 

Mr.  Pratt.  Senator,  when  one  looks  at  the  structure  of  consumer 
lending  in  this  country,  not  just  the  insured  depositories,  I  think 
we  have  something  like  3,300  S&L's  and  well  over  13,000  banks, 
and  I  guess  about  40,000  credit  unions,  or  whatever. 

It  is  pretty  hard  to  believe  that  a  cartel  exists  among  40,000  sepa- 
rately owned  and  r^^lated  institutions. 

And  while  the  foreign  loans — while  those  banks  might  like  to  let 
that  foreign  lending  afliect  their  operations  in  this  sense,  to  try  and 
keep  profit  margins  up,  there  are  many,  many,  many  institutions 
out  there  obtaining  funds  in  the  market  and  lending  them  in  the 
market  which  have,  of  course,  no  connection  whatsoever  with  for- 
eign lending. 

Senator  Hawkins.  In  the  400  banks  I'm  speaking  of,  however, 
will  that  create  a  problem,  the  400  banks  that  have  been  identi- 
fied? 

Mr.  Pratt.  It  would  seem  to  me  that  would  not  have  much  effect 
on  the  cost  of  consumer  credit  nationwide. 

In  our  own  experience,  where  we've  had  the  worst  2  years  in 
thrift  history  and  institutions  would  like  to  have  kept  their  profit 
margins  up,  the  market  was  so  competitive  that  it  v/as  not  possible. 

Senator  Hawkins.  If  you  don't  color-code  the  money,  how  do  you 
know  what  has  gone  to  foreign  losses  and  what  has  gone  to  con- 
sumer losses? 

Mr.  CONOVER.  You  can  identify  the  losses  that  are  attributable  to 
foreign  loans  or  domestic  loans  by  category,  including  consumer 
loans.  But  you  cannot  attribute  the  source  of  funding  for  those 
loans. 

Mr.  Partes.  Senator,  I  think  the  point  is  that  relatively  few — 
and  far  fewer  than  the  400  large  banks  that  you  mentioned — have 
liquidity  problems  with  their  foreign  loan  portfolios.  And  those  rel- 
atively few  institutions  can't  dominate  the  market. 

Citicorp,  for  example,  can't  chaise  more  to  the  consumer  for  a 
loan  than  would  manv  other  competitors,  including  saving  and 
loans  and  the  smaller  banks  and  alt  that,  and  be  able  to  maintain 
their  share  of  the  market.  Therefore,  the  market  rate  will  be  deter- 
mined by  these  many  thousands  of  alternative  sources  of  credit. 
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Senator  Hawkins.  Preston  Martin — and  you  have  heard 'or  read 
his  testimony  at  my  Consumer  Affairs  Subcommittee  meeting — 
stated  that  the  development  of  e  secondary  market  for  consumer 
loan  portfolios  could  make  consumer  rates  more  responsive  to 
market  rates.  And  he  cited  as  a  model  the  development  of  the  sec- 
ondary market  for  conventional  home  mortgages. 

Would  any  members  of  this  panel  care  to  comment  on  this  sug- 
gestion? 

I  think  it's  a  novel  idea.  And  I'd  like  to  know  how  you  would  de- 
velop one. 

Mr.  Pratt.  One  comment  on  it.  The  mortgage  secondary  market 
has  taken  several  years  to  develop  and  is  paruy  a  function  of  sub- 
stantial standardization  and  large  loan  sizes  that  exist  in  this 
market. 

The  cost  of  administering  the  mortgage  loan  relative  to  each 
dollar  lent  is,  of  course,  much,  much  less  than  a  consumer  loan.  A 
mortgage  loan  is  normally  made  once.  It  may  stay  5  years,  10 
years,  or  it  may  stay  the  full  30  years.  In  many  cases,  the  homo- 
geneity is  greater. 

I  thmk  it  will  be  more  diflicult  to  develop  a  secondary  market  in 
consumer  loans.  If  that's  to  be  done,  what  we'll  have  to  see  is  a 
standard  type  of  contract  that  might  well  be  done  with  units  of 
$100  or  $500  or  $1000,  or  whatever  it  might  be.  But  it  would  clearly 
require  a  great  deal  more  standardization  than  exists  at  this  time 
and  a  method  for  dealing  with  that  paper  at  a  relatively  low  cost. 

You  get  some  indication  of  the  difference  in  cost  when  looking  at, 
for  instance,  the  expense  ratios  of  a  savings  and  loan  versus  a  com- 
mercial bank.  A  savings  and  loan  may  have  expenses  that  run  1- 
1 V^  percent  of  its  assets,  whereas  a  small  or  medium-sized  commer- 
cial Dank  may  be  in  the  3Vi  to  4  percent  range. 

A  good  deal  of  that  difference  is  reflected  in  the  smaller  loans, 
requiring  more  personal  attention,  which  the  commercial  bank 
might  make. 

Senator  Hawkins.  Thank  you. 

The  Chaisbian.  Senator  Hecht. 

Senator  Hecht.  Mr.  Chairman,  I  just  think  Mr.  Pratt  hit  it  right 
on  the  head  when  he  said  it's  consumer  l^fislation,  because  that's 
exactly  what  it  is. 

In  the  last  few  years,  when  interest  rates  were  so  high,  18,  20,  22 
percent,  it  was  the  consumer  that  was  penalized  in  the  States  that 
had  this  type  of  l^islation. 

So,  I  agree  with  exactly  the  way  he  put  it. 

Thank  you  very  much. 

CKEDIT  UNION  INTEREST  RATES 

The  Chairman.  Mr.  Callahan,  in  our  hearings  back  in  1981, 
there  was  some  testimony  and  colloquy  between  Senator  Lugar  and 
Mr.  Barr  about  raising  the  consumer  credit  union  rate  ceiling  ft-om 
12  to  15  percent,  and  you  had  gone  to  Zl  percent. 

Inere  8  a  chart  showing  distribution  of  federally  insured  credit 
unions  by  most  common  interest  rates  charged  in  1980. 
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The  substance  of  the  chart  was  that  60  percent  of  them  were  still 
charsing  12  percent  after  it  had  gone  to  21,  which  was  the  legal 
limit. 

Of  the  16,121  credit  unions  involved  in  the  survey,  only  8  had 
gone  to  21  percent,  certainly  indicating  that  there  is  validity  in  the 
saying  that  usury  ceiling  often  becomes  the  floor. 

My  question  is  simply,  could  you  update  that  chart  for  us  for  the 
record  and  let  us  know  what  the  current  situation  is? 

This  was  the  moet  common  rate  in  1980.  And  I'd  appreciate  it  if 
we  could  have  that  information  updated  for  us. 

Mr.  Callahan.  Senator,  I'd  be  glad  to  forward  that  information 
off  our  moet  recent  year-end  report. 

I  would  like  to  just  briefly  say  that  you  would  find  that  the  aver^ 
aj^  these  days  is  far  below  the  l^al  limit  that's  allowed  by  law, 
averaging  perhaps  in  the  15-  to  16-percent  category  for  auto  loans 
for  example. 

We  will  update  the  record  for  you  as  soon  as  possible. 

[Information  subsequently  furnished  for  the  record  follows:] 
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The  Chaibman.  Thank  you  very  much. 

Do  you  have  any  additional  questions.  Senator? 

Senator  Hawkins.  I  have  several  headlines  here  that  may  be 
very  familiar:  "Judge  Suspends  S&L  Takeover;  When  Word  Came 
200  Feds  Swooped  Down  on  Biscayne;  U.S.  Agency  Takes  Over  Bis- 
cayne  S&L,"  which  was  the  first  bank  to  Tall  in  our  State,  I  guess, 
in  the  history  of  Florida. 

I  watched  with  interest  this  morning  someone  on  television — the 
show  before  the  "Today  Show" — I  believe  someone  from  your  ona- 
nization — stating  that  they  viewed  this  with  great  speculation,  be- 
cause with  the  amount  of  drug  money  available  in  Florida  no  bank 
needs  to  fail.  [Laughter.] 

Senator  Hawkins.  I  take  great  offense  at  that  statement. 

Mr.  Pratt.  I  hope  it  weisn  t  from  our  organization. 

Senator  Hawkins.  I'll  know  in  another  hour. 

I  have  tried  to  find  out  who  this  fellow  is. 

And,  you  know,  we've  got  an  IRS  man  down  there  in  the  hank, 
color  coding  the  money.  If  it's  coke  money,  it's  being  identified. 

This  morning,  saying  this  on  television  before  everybody  else,  I'll 
tell  you,  it's  had  me  up  all  morning,  and  it  will  the  rest  of  the  day. 

That  statement  is  completely  irresponsible,  should  not  have  been 
made  to  his  wife,  let  alone  on  television. 

And  what  we're  trying  to  do  in  Florida— and  I'm  heavily  in- 
volved in  this — as  you  know,  we  have  another  group  ready  to  help 
and  we've  had  regulators  and  the  Government  in  between,  the 
Kaufman  group — the  one  taken  over  even  last  fall. 

I  think  I  discussed  it  with  you  on  several  occasions.  It  became 
kind  of  a  weekly  topic. 

I  was  just  surprised  stockholders  had  done  this  at  Biscayne  S&L. 

I'd  like  to  not  belabor  the  record  here,  but  I'd  like  to  find  out 
who  this  man  is  who  is  running  around  saying  this,  because  it 
really  is  a  bad  advertisement  for  any  agency  to  say  that.  No.  1.  No. 
2,  I'd  like  to  talk  to  you  more  in  detail  about  this  entire  matter, 
which  has  our  State  absolutely  on  end. 

You  know,  in  the  morning  pa[>ers,  the  two  that  you're  looking  at, 
we've  tried  very  hard  to  work  this  out  quietly  and  calmly  so  the 
stockholders  would  be  protected,  as  well  as  the  depositors. 

I  just  wanted  to  make  that  comment  to  you  in  case  you  weren't 
up  at  6  a.m.  this  morning  to  see  that. 

Mr.  Pratt.  If  it  was  someone  from  our  agency,  I  apol<^ize  in  ad- 
vance. And  I  agree  that  those  kinds  of  statements  should  not  be 
made. 

Senator  Hawkins.  Thank  you. 

The  Chairman.  Thank  you  very  much,  gentleman.  We  appreci- 
ate your  testimony. 

And  we  would  ask  the  next  peuiel  to  come  up: 

Dr.  Richard  Rahn,  vice  president  and  chief  economist,  U.S. 
Chamber  of  Commerce;  Eugene  Schotanus,  senior  vice  president, 
Deere  &  Co.,  Moline,  111.;  and  Lee  Palmer,  president.  Hearthstone 
Group,  Milwaukee,  Wis.;  on  behalf  of  Small  Business  United  and 
Independent  Business  A^ociation  of  Wisconsin. 

The  Chairman.  Gentlemen,  we  appreciate  your  willingness  to  be 
here  today. 
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We  would  like  to  start — and  if  you  would  excuse  me  momentar- 
ily, to  make  a  phone  call,  I  will  make  Senator  Hawkins  the  acting 
chainnan.  I  will  be  right  back. 

STATEMENTS   OF    RICHARD    W.   RAHN,    VICE    PRESIDENT   AND 
CHIEF  ECONOMIST.  U.S.  CHAMBER  OF  COMMERCE:  EUGENE  L. 
SCHOTANUS.  SENIOR  VICE  PRESIDENT.  DEERE  &  CO.;  AND  LEE 
PALMER.    PRESIDENT,    HEARTHSTONE    GROUP.    MILWAUKEE, 
WIS.,   ON   BEHALF   OP   SHALL  BUSINESS   UNITED   AND   INDE- 
PENDENT BUSINESS  ASSOCIATION  OP  WISCONSIN 
Mr.  Rahn.  Thank  you.  Mr.  Chairman.  My  name  is  Richard  W. 
Rahn,  vice  president  and  chief  economist  of  the  Chamber  of  Com- 
merce of  the  United  States.  On  behalf  of  the  chamber's  more  than 
226,000  members,  I  welcome  the  opportunity  to  support  S.  730,  the 
Credit  Der^ulation  and  Availability  Act  of  1983. 

Over  90  percent  of  our  members  are  small  businesses  having 
fewer  them  100  employees.  The  U.S.  Chfunber  and  its  Smalt  Busi- 
ness Council  have  traditionally  opposed  Government  price  controls, 
of  which  usury  laws  are  a  particular  variety. 

Mr.  Chairman,  I  request  that  my  entire  statement  be  made  part 
of  the  record.  In  the  interest  of  time,  I  will  summarize  my  remeu-ks. 

USURY  LAWS  DO  NOT  INCREASE  AVAILABILITY  OF  CREDFT 

Nearly  every  study  involving  States  with  stringent  interest  rate 
ceilings  demonstrates  the  folly  of  interfering  with  the  operation  of 
a  competitive  market  under  the  pretext  of  improving  its  perform- 
ance. The  evidence  overwhelmingly  suggets  that  usury  laws  do  not 
increase  the  availability  of  affordable  credit  to  low-  and  moderate- 
income  individuals  and  small  businesses. 

On  the  contrary,  preventing  interest  rates  from  rising  to  market- 
clearing  levels  results  in  reduced  credit  supplies  in  proportion  to 
the  d^ree  of  restraint  imposed  by  the  legal  interest  ceiling,  dis- 
crimination figainst  low-  and  moderate-income  borrowers  and  small 
business  by  lenders,  loss  of  jobs  and  output,  and  an  increase  in  effi- 
cient business  practices. 

Actually,  the  best  way  to  prevent  exploitation  of  buyers  in  a 
market  situation  is  to  promote  competition  among  sellers,  eepecial- 
Iv  price  competition.  Usury  laws  accomplish  the  exact  opposite. 
When  interest  rates  are  held  below  free  market  levels,  man^  lend- 
ers  are  driven  out  of  the  market  altogether  and  credit  supplies  dry 
up.  Arkansas'  10-percent  ceiling,  for  instance,  caused  every  person- 
al loan  company  to  leave  the  State  when  interest  rates  rose  after 
1977. 

Artificially  low  interest  rate  ceilings  not  only  decrease  the 
supply  of  credit,  they  also  increase  the  prevalence  of  noninice 
credit  rationing  and  discrimination  by  lenders.  No  fewer  than  eight 
separate  studies  of  consumer  lending  under  usury  ceilings  indicate 
that  less  creditworthy  customers  are  denied  credit  more  frequently 
than  would  occur  in  an  unrestricted  market 

High  real  or  inflation-adjusted  interest  rates  do  adversely  affect 
business. 

During  1981  and  1982  both  real  interest  rates  and  the  number  of 
business  failures  rose  to  abnormally  high   levels.  Nevertheless, 
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these  high  real  interest  rates  did  not  result  from  a  lack  of  competi- 
tion among  lenders  in  credit  markets,  which  might  be  used  as  a 
justification  for  luury  laws.  On  the  contrary,  the  behavior  of  inter- 
eat  rates  over  the  past  several  years  can  be  explained  in  terms  of 
the  rational  response  of  lenders  and  borrowers  to  adverse  economic 
conditions,  especially  inflation,  and  to  the  Federal  Reserve  Board's 
highly  erratic  performance  in  controlling  monetary  growth. 

There  does  not  appear  to  be  any  way  in  which  usurv  laws  could 
have  kept  real  borrowing  costs  from  rising  during  19S1  and  1982. 
In  fact,  had  the  Federal  Government  not  preempted  the  usury  ceil- 
ings that  were  in  efTect  in  many  States,  the  rate  of  business  fail- 
ures would  probably  have  been  higher  than  it  actually  was  and  few 
mortgages  would  have  been  made. 

Usury  ceilings  are  no  more  a  cure  for  high  interest  rates  than 
bleeding  the  patient  is  a  cure  for  infection. 

Thank  you,  Mr.  Chairman. 

[Complete  statement  follows:] 


Mr.  Chairman,  my  nair 
Economist  of  the  Chamber  of  Commerce  of  the  United  States.  On  behalf  of  the 
Chamber's  more  than  226,000  members,  I  welcome  the  opportunity  to  support  S. 
730,  the  Credit  Deregulation  and  Availability  Act  of  1983. 

Over  ninety  percent  of  our  members  are  small  buaineaaes  having  fewer  than  100 
employees.  iTie  U.S.  Chamber  and  its  Small  Business  Council  have  traditionally  op- 
d  government  price  controls,  of  which  usury  laws  are  a  particular  variety,  r 
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730  offers  a  comprehensive  and  permanent  approach  to  the  abolition  of  these  harm- 
ful, archaic  regulations. 


Nearly  everv  study  involving  states  with  stringent  interest  rate  ceilings  demon- 
strates the  folly  of  interfering  with  the  operation  of  a  competitive  market  under  the 
pretext  of  improving  its  perlormance.  The  evidence  overwhelmingly  suggests  that 
usury  laws  do  not  increase  the  availability  of  affordable  credit  to  low-  andmoderate- 
income  individuals  and  small  businesses.  On  the  contrary,  preventing  interest  rates 
from  rising  to  market-clearing  levels  results  in: 

Reduced  credit  supplies  in  proportion  to  the  degree  of  restraint  impoeed  by  the 
l^al  interest  ceiling. 

Discrimination  against  low-  and  moderate-income  borrowers  and  small  businesses 
by  lenders. 

Loss  of  jobs  and  output  and  an  increase  in  ineRlcient  business  practices. 

By  preempting  these  artificial  restrictions  on  interest  rates,  the  federal  govern- 
ment would  prevent  the  considerable  damage  caused  by  them  during  periods  of  high 
interest  rates. 

USURY  LAWS  REDUCE  CRRDFr  SUPPUES  AND  ENCOURAGE  DISCRIkllNATION 

Usury  laws  all^edly  serve  two  purposes:  (1)  They  prevent  lenders  from  exploiting 
borrowers  by  keeping  borrowing  coots  low;  and  (2)  They  supposedly  enable  poor 
people,  minorities,  and  small  busineaaes  to  compete  for  available  credit  supplies  on  a 
more  equal  basis  with  the  rich. 

When  it  comes  to  protectirig  borrowers,  however,  legal  interest  ceilings  are  unnec- 
essary as  well  as  counterproductive.  Most  business  people  have  plenty  of  experience 
in  dealing  with  lenders  and  therefore  do  not  need  usury  ceilings  to  protect"  them 
from  lenders.  Less-experienced  borrowers,  on  the  other  hand,  can  be  adequately 
^^uarded  by  "truth-in-lending"  laws  which  require  the  terms  of  a  loan  to  be  writ- 
ten out  in  clear,  comprehensible  language. 

Actually,  the  best  wtty  to  prevent  exploitation  of  buyers  in  a  market  situation  is 
to  promote  competition  among  sellers,  especially  price  competition.  Usury  laws  ac- 
complish the  exact  o^Mwite.  When  interest  rates  are  held  below  free-market  levels, 
many  lenders  are  driven  out  of  the  market  altogether  and  credit  supplies  dry  up. 
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Arkaiuaa'  Un  percent  ceiling,  for  instance,  caused  every  penonal  lomn  company  to 
leave  the  state  when  interest  rates  rose  after  1977. 

Usury  ceilings  on  conventional  mortgages  within  a  state  have  been  shown  to 
reduce  both  the  volume  of  mortgage  cmlit  available  and  the  number  of  housing 
starts  within  that  state.'  The  magnitude  of  this  effect  is  not  small.  For  each  per- 
centage point  below  the  estimated  market-cleaning  rate,  mortgage  interest  ceilings 
apparently  reduce  housing  starts  by  sixteen  to  twenty-eight  percent  below  "free- 
market"  levels. 

It  is  indeed  fortunate  that  the  Federal  government  has  permanently  overridden 
state  interest  ceilings  on  residential  first  mortgage  loans,  but  we  need  the  same 
kind  of  protection  for  business  and  agricultural  borrowers.  Without  it,  investment  in 
business  and  agricultural  plant  and  equipment  will  be  needlessly  reduced  shinild 
market  interest  rates  again  rise  to  high  levels. 

Artificially-low  interest  ceilings  not  only  decrease  the  supply  of  credit:  they  also 
increase  the  prevalence  of  non-price  credit  rationing  and  discrimination  by  lenders. 
No  fewer  than  eight  separate  studies  of  consumer  lending  under  usury  ceilings  indi- 
cate that  less  creditworthy  customers  are  denied  credit  more  frequently  than  would 
occur  in  an  unrestricted  market.  Lenders  accomplish  this  by  raising  the  non-interest 
costs  of  borrowing  through  such  devices  as  higher  downpayments,  collateral  require- 
ments, and  closing  costs.  They  also  conflne  loans  to  preferred  customers  and  friends. 
Borrowers  who  do  not  fall  into  these  privileged  cat^ories  are  denied  the  only  effec- 
tive means  they  have  of  competing  with  those  who  do — a  willingness  to  pay  a 
market  interest  rate. 

USURY  LAWS  AND  INEFFICIENT  BUSINESS  PRACTICES 

Restricting  competition  in  credit  markets  can  also  lead  to  inefTiciency  and  less 
competition  in  product  markets.  For  example,  when  interest  rates  rise,  commercial 
borrowers  in  states  with  relatively  stringent  interest  ceilings  experience  difHcuIty 
obtaining  credit.  A  large  business  with  access  to  the  national  credit  market  may  be 
able  to  secure  credit  outside  the  state,  but  smaller  competitors  may  find  this  diffi- 
cult to  do.  Thus,  small  firms  are  put  at  a  comparative  cost  disadvantage  that  im- 
pedes their  ability  to  compete  in  the  state's  product  markets.  Less  competition 
means  higher  prices  for  those  products. 

Even  those  companies  which  are  able  to  secure  credit  out-of-state  may  resort  to 
inefficient  business  practices  because  of  usury  ceilings.  Firms  that  sell  credit-fi- 
nanced, "big  ticket"  items,  for  instance,  often  compensate  for  their  customers'  in- 
ability to  obtain  credit  at  the  legal  interest  limit  by  offering  seller  financing 
through  captive  credit  companies.  The  operations  of  these  credit  companies  usually 
decrease  the  total  profitability  of  the  company's  business  within  "priblem"  states, 
because  the  funds  lent  to  customers  at  the  legal  interest  limit  are  obtained  else- 
where at  substantially  higher  rates. 

Losses  on  credit  operations  in  a  given  region  are  made  up  by  raising  the  cash 
price  of  the  product  in  that  area.  'Hie  higher  product  price  effectively  forces  cash 
customers  to  subsidize  credit  customers.  Since  some  of  the  low-income  persons  who 
are  refused  credit  at  the  legal  ceiling  rate  will  manage  to  make  cash  purchases,  the 
subsidy  runs  from  the  poor  to  the  rich. 

THE  MACROECONOMIC  COSTS  OP  STATE  VSVRI  LAWS 

Since  an  adequate  supply  of  credit  is  necessary  for  trade  and  commerce,  artificial 
'  '  "  s  leading  to  reduced  credit  supplies  or  to  mtsallocation  of  available  credit 
1  harmful  effect  on  an  economy.  The  only  major  investigation  int^i  the 
>mic  effects  of  usury  laws  supports  this  distrubing  conclusion.  The  study 
estimated  the  economic  costs  to  the  state  of  Tennessee  during  the  period  from  1974 
to  1976  due  to  its  comprehensive  10  percent  interest  rate  ceiling.'  The  investigators 
found  that  the  state  usury  law  resulted  in  an  average  loss  in  output  of  {150  million 


per  year,  an  average  loss  of  7,000  jobs  per  year,  retail  sales  losses  of  $80  million  per 

Kar,  and  losses  to  financial  intermediaries  of  S1.25  billion  per  year.  No  wonder  tfiat 
nnessee  raised  its  usury  ceiling  in  1978,  but  totally  eliminating  such  restrictions 


r,  and  losses  to  financial  intermediaries  of  S1.25  billion  per  year.  No  wonder  tl 
.  .    nessee  raised  its  usury  ceiling  in  1978,  but  totally 
would  reduced  the  risk  of  similar  losses  in  the  future  U 
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I  do  not  deny  that  high  real,  or  inflation-ac^usted,  interest  rates  advenely  atTect 
business.  High  interest  chaises  increase  ccets  for  businesses  that  rely  heavily  on 
credit  to  finance  inventory  or  crop  production.  Likewise,  flrmH  that  sell  on  credit 
loee  sales  as  prospective  customers  cancel  or  delay  purchases  because  of  high  fi- 
nance charsee. 

During  1981  and  1982,  both  real  interest  rates  and  the  number  of  business  fail- 
ures rose  to  abnormally  high  levels.  In  1982  alone,  there  were  Just  over  25,000  busi- 
ness failures.'  Approximately  12,000  of  these  were  small  busineaaes,  if  a  "small  busi- 
ness" is  definea  as  one  having  less  than  £100,000  in  liabilities.  (However,  the 
number  of  business  firms  in  existence  actually  increased  by  more  than  100,000 
during  1982,  in  pert  because  new  incorporations  far  exceeded  the  number  of  busi- 
ness failures.) 

Nevertheless,  these  high  real  interest  rates  did  not  result  from  a  lack  of  competi- 
tion among  lenders  in  credit  markets,  which  might  be  used  as  a  justification  finr 
usury  laws.  On  the  contrary,  the  behavior  of  interest  rates  over  the  past  several 
yeara  can  be  explained  in  terms  of  the  rational  response  of  lenders  and  borrowers  to 
adverse  economic  conditions,  especially  inflation,  and  to  the  Federal  Reserve 
Board's  highly  erratic  performance  in  trying  to  limit  monetary  growth  in  order  to 
reduce  infmtion. 


Nominal  interest  rates  begin  rising  in  1977  along  with  the  rate  of  inflation.  When 
prices  are  expected  to  rise,  lenders  require  a  higher  nominal  rate  in  order  to  ofbet 
the  erosion  of  purchasing  power  on  their  loan  principal.  If  investors'  expectations  of 
inflation  are  reasonably  accurate,  the  real  rate  of  interest  Mill  generally  vary  only 
by  a  small  amount.  By  1979,  inflation  had  accelerated  to  an  annual  rate  in  excess  of 
twelve  percent  aa  measured  by  the  Consumer  Price  Index.  The  Federal  Reserve 
Board  therefore  decided  in  October  of  1979  to  fight  inflation  by  gradually  reducing 
and  stabilizing  the  growth  of  the  money  supply. 

Since  continuing  inflation  is  caused  by  excessive  monetary  growth,  the  Fed's 
stated  policy  was  the  appropriate  one.  In  addition,  the  adoption  of  an  explicit  rule 
for  monetary  growth  created  a  highly  visible  gau^  of  the  Fed's  activities  for  finan- 
cial markets. 

Had  the  Fed  performed  as  it  promised  to  after  the  Fall  of  1979,  nominal  interest 
rates  would  have  declined  along  with  inflation.  Real  interest  rates  would  have  re- 
mained at  reasonable  levels,  since  lenders  would  have  observed  the  Fed  hitting  its 
■nonetaiy  targets  and,  therefore,  would  have  adjusted  their  estimates  of  future  inla- 
tion  accordingly.  Rather  than  adhering  to  its  stated  policy,  however.  Federal  Re- 
serve ofiicials  repeatedly  allowed  Mi  to  rise  substantially  above  target  for  short  peri- 
ods of  time  and  then  "slammed  on  ^  monetary  brakes." 

The  extremely  volatile  behavior  of  M,  during  1980  and  1981  created  enormous  un- 
certainty among  investors  about  the  Fed's  commitment  to  its  own  policy,  and  lend- 
ers maintained  nominal  interest  rates  at  high  levels  for  fear  of  renewed  inflation. 
Thus,  even  though  the  Fed  succeeded  in  reducing  the  average  rate  of  monetary 
growth  during  this  two-year  period,  nominal  interest  rates  failed  to  fall  along  witA 
mflation,  and  real  interest  rates  rose  to  record  levels. 

It  is  important  to  realize  that  inflationary  fears  are  not  yet  dead.  This  observation 
is  underscored  by  the  fact  that  the  only  period  of  sustains  decline  in  interest  rates 
occurred  in  the  latter  part  of  last  sumer  when  Mi  fell  within  its  target  range.  Since 
then,  the  Fed  has  allowed  Mi  to  grow  at  some  of  the  highest  rates  in  the  entire  post- 
war era;  and  the  fall  in  Dominal  interest  rates  has  slowed  and,  in  some  instances, 
reversed  itaelf. 

CONCLUSION 
There  does  not  appear  to  be  any  way  in  which  usury  laws  could  have  kept  real 
borrowing  costs  from  rising  during  1981  and  1982.  In  fact,  had  the  Federal  govem- 
meot  not  preempted  the  usury  ceuings  that  were  in  elTect  ii 


ji  the  stomacch  aa  a  cure  for  a  headache.  Virtually  all  the  available  evidence  con- 
firms that  when  sucji  restrictions  result  in  artificially-low  interest  rates,  credit  sup- 
plies are  reduced;   non-lnterMt  borrowing  costs  are  raised;   and   low-income  and 

■Source:  Dunn  &  Bradstreet.  Buiinm  Economics  Division. 
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The  Chairman.  Thank  you.  Mr.  Schotanus? 

EUGENE  L.  SCHOTANUS.  SENIOR  VICE  PRESIDENT,  DEERE  &  00^ 
HOLINE,  ILL. 

Mr.  Schotanus.  Thank  you.  I  am  Eugene  Schotanus,  vice  presi- 
dent for  Financial  Services  of  Deere  &  Co.  I  might  mention  that  I 
have  submitted  a  longer  statement  for  the  record,  in  which  we 
have  included  an  analysis  of  the  50  State  laws  that  are  currently  in 
existence.  We  mtide  that  analysis,  because  we  have  had  a  couple 
weeks  now  to  try  and  comply  with  thoee  laws. 

Deere  &  Co.  or  John  Deere,  as  it  is  more  commonly  known,  man- 
ufactures and  distributes  farm  and  industrial  equipment  through- 
out the  world.  This  past  year  we  employed  48,000  people  and  had 
sales  of  $4.6  billion. 

Our  views  on  Senate  bill  S.  730  are  shared  by  several  trade  bbso- 
ciations:  the  Farm  emd  Industrial  Equipment  Institute,  or  FIEI, 
representing  215  manufacturers  of  farm  and  specialized  construc- 
tion equipment,  which  employ  approximately  250,000  people  and 
have  sales  of  $12.5  billion;  also  the  Construction  Industry  Manufac- 
turers Association,  or  CIMA,  representing  200  manufacturers  of 
heavy  construction  equipment,  who  eigain  employ  approximately 
125,000  people  and  have  sales  of  $17  billion;  finally,  the  Associated 
Equipment  Distributors,  representing  some  950  smaller  businesses 
which  sell,  service  and  rent  construction  equipment,  and  which 
employ  approximately  60,000  people,  producing  sales  of  $7.6  billion. 

We  and  other  members  of  these  associations,  support  Federal 
preemption  of  State  interest  rate  statutes  for  agricultural  and  busi- 
ness credit. 

As  a  producer  of  capital  goods,  we  also  operate  John  Deere 
Credit  Co.  a  wholly  owned  finance  subsidiary,  to  help  sell  more  of 
our  products  by  making  long-term  credit  available  at  interest  rates 
which  meet  business  customers'  needs.  We  have  no  desire  to  be  the 
sole  source  of  credit  to  our  customers,  because  our  finance  company 
competes  for  equity  capital  which  would  otherwise  go  into  our 
manufacturing  business.  Modern  farming  and  construction  requires 
increasingly  sophisticated  and  costly  equipment.  These  businesses 
are  also  both  seasonal  and  cyclical,  meaning  that  both  manufactur- 
ers and  dealers  require  substantial  inventories  of  equipment  and 
parts.  Production  of  capital  goods  also  requires  sophisticated  and 
expensive  manufacturing  plants  and  equipment. 

As  a  result,  companies  like  John  Deere  encourage  as  much  fi- 
nancing competition  as  possible,  hoping  to  conserve  our  own  capital 
resources  to  operate  our  basic  businesses. 

Currently,  we  are  greatly  concerned  about  the  continued  avail- 
ability of  enough  credit  for  farmers  and  contractors.  There  has 
been  growing  use  of  credit  by  these  customers,  not  only  during  the 
recent  recession,  but  especially  during  the  highly  inflationary 
19708.  For  example,  at  John  Deere,  we  have  historically  financed 
40  to  50  percent  of  the  value  of  our  sales  to  end  users.  Over  the 
past  3  years,  that  percentage  has  risen  to  over  70  percent. 
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SMALL  BUSINESSES    CREDIT  NEEDS  INCREASED 

As  small  businesses'  credit  needs  have  dramatically  increased, 
the  aveiilability  of  funds  from  many  traditional  sources  has  not. 
While  inflation  has  expanded  credit  needs,  community  bank  lend- 
ing didn't  keep  up.  More  recently,  market  forces  and  regulatory 
changes  have  further  concentrated  funds  into  the  major  money 
centers,  sources  which  are  far  removed  from  the  average  farmer  or 
small  business  borrower.  Now,  the  budgets  of  Federal  lending  agen- 
cies Eu-e  also  under  great  pressure. 

We  urge  you,  once  again,  to  help  preserve  existing  agricultural 
and  business  credit  sources.  Any  such  efl'orts  must  also  recognize 
the  important  role  of  the  smaller  finance  companies,  who,  with 
lower  credit  ratings  themselves,  often  borrow  from  banks  at  the 
prime  rate  or  at  higher  rates  in  the  bond  market,  yet  continue  to 
serve  as  important  financial  intermediaries.  Continuation  of  Feder- 
al preemption  for  agricultural  and  business  credit  constitutes  the 
single  most  important  step  which  Congress  can  take  to  assure  con- 
tinued availability  of  credit  for  small  businesses. 

Over  the  past  3  years.  Federal  preemption  for  business  and  agri- 
cultural credit  hfis  been  extremely  beneficial.  It  has  provided  a 
stable  and  uniform  regulatory  environment  which  has  enabled  in- 
dependent finance  companies  to  establish  ofHces  nationwide  to 
compete  for  equipment  and  other  capital  goods  financing.  It  has 
also  helped  to  overcome  State  iegal  barriers  which  are  unrealisti- 
cally  restrictive  even  in  normal  times. 

I  have  attached  to  my  testimony,  a  description  of  how  these  re> 
strictions  apply  to  our  own  industry.  Taken  together,  these  laws 
constitute  a  complex,  sometimes  conflicting  and  often  ambiguous 
barrier  to  uniform  coetrefficient  credit  practices.  This,  ultimately, 
leads  to  higher  costs  to  the  buyer.  This  is  particularly  evident  to 
companies  with  credit  operations  such  as  our  own,  who  attempt  to 
support  a  national  product  sales  effort  by  conducting  business  on  a 
consistent  and  fair  basis  throughout  the  50  States. 

Finally,  preemption  wilt  provide  a  more  consistent  Federal 
policy.  As  you  know,  preemption  already  applies  to  a  number  of 
federally  chartered  lending  agencies.  The  provision  applicable  to 
Farm  Credit  Administration  loans  which  account  for  about  one- 
fourth  of  nonreal  estate  farm  lending  today,  is  permanent,  has  no 
interest  rate  ceilings  and  does  not  provide  the  States  the  opportuni- 
ty to  remove  themselves  from  its  preemption. 

You  may  be  interested  in  how  the  continued  absence  of  Federal 
preemption  would  affect  our  business.  Our  preliminary  evaluation 
suggests  that  we  would  likely  have  to:  First,  drop  some  or  all  of  our 
variable  rate  financing  programs  in  17  States  and  move  to  higher 
fixed-rate  financing  in  those  cases;  and  second,  we  will  need  to 
raise  the  minimum  eunounts  required  for  financing  in  6  States,  and 
third,  be^n  the  costly  process  of  changing  the  forms  and  proce- 
dures used  in  aa  many  as  23  States. 

While  we  strongly  support  preemption,  the  current  formula  does 
present  some  technical  problems.  These  can  easily  be  overcome 
eiUier  by  renewing  the  legislation  without  an  upper  limit,  as  you 
are  providing  in  S.  730,  or  by  setting  a  threshold  rate  below  which 
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no  limit  would  be  operative,  but  above  which  a  formula  would 
govern. 

We  address  these  alternatives  more  specifically  in  my  more  de- 
tailed statement.  If  you  do  proceed  on  the  basis  of  S.  730,  we  have 
some  technical  suggestions  we  would  like  to  make  and  hope  we 
may  be  in  touch  with  your  staff  about  those. 

In  summary,  we  do  appreciate  your  willingness  to  consider  the 
continuation  of  Federal  preemption.  We  believe  it  is  vital  for  small 
business  and  agriculture  that  this  action  be  taken.  We  also  ask 
your  consideration  of  the  technical  improvements  we  have  suggest- 
ed. 

Thank  you  very  much. 

[Complete  statement  follows:] 

Prepared  Statement  of  Eugene  L.  Schotanus 

SUMMARV 

I  am  EuAcne  L.  Schotanus.  Senior  Vice  President,  Financial  Services.  Deere  ft 
Company.  Deere — or  John  Deere,  as  we  are  more  commonly  known — manufactures, 
distributes  and  finances  farm  and  industrial  equipment  through-out  the  world.  This 
past  year  we  employed  48,000  people  and  had  sales  of  $4.6  billion. 

Our  views  on  S.  730  are  shared  by  several  trade  associations:  the  Farm  and  Indus- 
trial Equipment  Institute,  representing  21.'i  manufacturer?  of  farm  equipment  and 
specialized  construction  equipment  which  employ  approximately  250,000  people  and 
have  sales  of  $12.5  billion;  the  Construction  Industry  Manufacturers  AsMciatioa. 
representing  200  manufacturers  of  heavy  construction  equipment  which  employ  ap- 
proximately 125,000  people  and  have  sales  of  $17  billion;  and  the  Associated  Equip- 
ment Distributors,  representing  9.W  businesses  which  sell,  service  and  rent  construc- 
tion equipment,  which  employ  approximately  60.000  people  and  have  sales  of  $7.6 
billion.  We  and  other  members  of  these  associations  support  federal  preemption  of 
state  usury  statutes  of  agricultural  and  business  credit. 

As  a  seller  of  capital  goods,  we  operate  John  Deere  Credit  Company,  a  wholly 
owned  finance  subsidiary,  to  help  sell  more  of  our  products  by  maiiinK  long-term 
credit  available  at  reasonable  rates  which  meet  business  customers'  needs.  We  have 
no  desire  to  be  the  sole  source  of  credit  to  our  customers.  Our  fmance  company  com- 
petes for  equity  capital  which  would  otherwise  go  into  our  manufacturing  business. 
Modem  farming  and  construction  requires  increasingly  sophisticated  and  costly 
equipment.  These  businesses  are  seasonal  and  cyclical.  Both  manufacturers  and 
dealers  require  substantial  inventories  of  equipment  and  parU.  Production  of  capital 
goods  also  requires  sophisticated  and  expensive  manufacturing  plants  and  equip- 
ment. As  a  result,  companies  like  Deer«  encourage  as  much  lending  competition  as 
possible,  conserving  our  own  capital  resources  to  operate  our  basic  businesses. 

Currently,  we  are  greatly  concerned  about  the  availability  of  enough  credit  for 
farmers  Euid  contractors.  There  has  been  a  growing  use  of  credit  by  these  customers, 
not  only  during  the  recent  recession  but  during  the  inflationary  1970's,  For  exam- 
ple, we  have  historically  financed  40  to  50  percent  of  our  sales  to  end  users.  Over 
the  past  three  years,  that  percentage  has  risen  to  70  percent. 

As  smalt  businesses'  credit  needs  have  dramatically  increased,  the  availability  of 
funds  from  many  traditional  sources  has  diminished.  While  inflation  has  expanded 
credit  needs,  community  bank  lending  hasn't  kept  pace.  Market  forces  and  regula- 
tory charige  have  increasingly  concentrated  funds  into  mqjor  money  centers — 
sources  far  removed  from  the  average  farmer  or  small  business  borrower.  1^  bud- 
gets of  federal  lending  agencies  have  been  and  continue  to  be  under  pi 


w'tui  lower  credit  ratings  who  often  borrow  from  banks  at  the  prime  rate  « 
higher  rates  in  the  bond  market,  yet  serve  as  important  financial  intermediariea. 
Continuation  of  federal  preemption  for  agricultural  and  business  credit  constitutn 
the  single  most  important  step  which  Congress  can  take  to  asnire  continued  avail- 
ability of  credit  for  small  businesses. 

Over  the  past  three  years  federal  preemption  for  business  and  agricultural  credit 
has  been  extremely  beneficial.  It  has  provided  a  stable  and  uniform  refpUatory  oivi- 
roninent  which  has  enabled  finance  companies  like  our  own  to  estaUiah  ofTicea  na- 


jdbyGoOglc 


63 

tionwide  to  compete  for  equipment  and  other  capital  goods  flnancing.  It  has  also 
helped  to  overcome  state  legal  barriers  which  are  un realistically  restrictive  even  in 
normal  times.  1  have  attached  to  my  testimony  a  description  of  how  these  restric- 
tions apply  to  our  own  industry,  along  with  a  summary  of  the  relevant  state  laws. 
Taken  together,  these  laws  constitute  a  complex,  sometimes  conflicting  and  often 
ambiguous  harrier  to  uniform,  cost-efllcient  credit  practices,  which  ultimately  mean 
higher  costs.  This  is  particularly  evident  to  those  with  credit  operations  such  as  our 
own.  which  attempt  to  support  national  product  sales  by  conducting  business  on  a 
consistent  and  fair  basis  throughout  the  'i)  states. 

Finally,  preemption  will  provide  a  more  consistent  federal  policy.  As  you  know, 
preemption  alreadv  applies  to  a  number  of  federally  chartered  lending  agencies. 
The  provision  applying  to  Farm  Credit  Administration  loans— which  account  for 
about  a  fourth  of  non-real  estate  farm  lending  today — is  permanent,  has  no  interest 
rate  ceilings  and  does  not  furnish  states  the  opportunity  to  remove  themselves  from 
its  preemption. 

You  may  be  interested  in  how  the  continued  absence  of  federal  preemption  would 
affect  our  business.  Our  preliminary  evaluation  suggests  that  it  is  likely  we  will 
have  to:  (IJ  drop  some  or  all  of  our  variable  rate  financing  programs  in  17  states, 
moving  to  higher  fixed-rate  financing  in  these  cases;  (2l  raise  the  minimum  amounts 
required  for  financing  in  6  states;  and  i:i)  begin  the  costly  process  of  changing  the 
Fmance  forms  and  procedures  used  in  as  many  as  23  states. 

While  we  strongly  sunprot  preemption,  the  current  formula  does  present  some 
technical  problems  which  can  be  easily  overcome  by  either  renewing  the  legislation 
without  an  upper  limit,  as  you  do  in  S.  730.  or  by  setting  a  thresTiold  rate  below 
which  no  limit  would  be  operative  but  above  which  a  formula  would  govern.  We  ad- 
dress these  alternatives  more  specifically  in  my  more  detailed  statement.  If  you  do 
proceed  on  the  basis  of  S.  730,  we  have  some  technical  suggestions  we  would  like  to 
make  and  hope  we  may  be  in  touch  with  your  staff  about  those. 

In  summary,  we  appreciate  your  willingness  to  consider  the  continuation  of  feder- 
al preemption.  We  believe  it  is  vital  for  small  business  and  agriculture  that  this 
action  be  taken.  We  also  ask  your  consideration  of  the  improvements  we  have  sug- 
gested. Thank  you. 

STATEMENT 

1  am  EXwene  L.  Schotanus,  Senior  Vice  President.  Financial  Services,  Deere  & 
Company.  Deere — or  John  Deere,  as  we  are  more  commonly  known — manufactures, 
distributes  and  finances  a  broad  line  of  farm  and  industrial  equipment.  This  past 
year  we  employed  48.000  people  and  had  sales  of  $4.6  billion.  Nearly  all  of  these 
sales  were  made  through  approximately  3,500  independent  dealers  who  have  over 
$1.4  billion  of  equity  invested  in  their  own  busineeees.  We  are  the  largest  manufac- 
turer of  farm  equipment  in  the  world.  We  at  John  Deere  commend  you  for  seeking, 
in  section  two  of  S.  730.  an  extension  and  expansion  of  the  current  law  preempting 
state  interest  rate  ceilings  for  agricultural  and  business  loans. 

It  is  important  that  I  emphasize  several  points  at  the  outset  of  my  testimony 
today.  First,  our  views  on  S.  730  ere  shared  by  several  important  trade  associations: 
the  Farm  and  Industrial  Equipment  Institute,  representing  215  manufacturers  of 
farm  equipment  and  specialized  construction  equipment,  which  employ  approxi- 
mately 250,000  people  and  have  sales  of  $12.5  billion;  the  Construction  Industry 
Manufacturers  Association,  representing  2O0  manufacturers  of  heavy  construction 
equipment  which  employ  approximately  125,000  people  and  have  sates  of  $17  billion; 
and  the  Associated  Equipment  Distributors,  representing  950  businesses  which  sell, 
service  and  rent  construction  equipment,  which  employ  approximately  60,000  people 
and  have  sales  of  $7.6  billion. 

Second,  we  approach  the  interest  rate  preemption  issue  from  the  point  of  view  of 
a  supplier  of  capital  goods — productive  equipment  for  farmers,  contractors  and 
other  rather  sophisticated  small  businessmen.  We  therefore  do  not  discuss  or  take  a 
position  on  section  three  of  S.  730,  which  deals  with  the  issue  of  consumer  goods 
financing. 

Third,  we  approach  the  preemption  issue  from  the  perspective  of  a  seller  of  goods. 
John  Deere  (>edit  Company,  our  wholly  owned  subsidiary,  is  in  business  to  help  us 
do  just  that — to  sell  more  of  our  products  by  seeing  that  credit  is  available  at  rea- 
sonable rates  and  on  terms  which  best  fit  our  business  customers'  unique  financial 
needs.  We  have  no  desire  to  be  the  sole  source  of  credit  to  our  customers.  Our  cap- 
tive finance  company  is  not  a  bank.  It  must  purchase  all  its  funds.  It  can  leverage 
its  equity  only  four  to  five  tiroes  at  moat.  Because  its  equity  capital  comes  from  its 
parent  company,  it  is  in  coropetition  for  dollars  that  can  otherwise  be  used  for  in- 
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CTvaaing  the  praductivily  and  eflicienc?  of  our  iiianulactariiig  operMkBift.  carrjiiiK 
out  research  bik)  develoiMnenI  activities,  holding  inventones  and  for  other  nmilar 
buMMM  requirement*.  In  thort.  we  HDuld  like  lo  eocounec  m  much  k     " 

tition  a«  poauble.  preferring  to  use  our  own  capital  rvsouice*  in  our  b_  

ea.  However,  we  do  continue  to  find  that  finanoag  prografBa  taikrcd  to  apecific  em- 
lORier  nccda.  nich  at  leaaonal  paymenU.  do  help  bnnm  and  other  buiiBMei  hitj 
our  producta. 

In  this  regard,  we  are  concerned  about  the  availability  of  credit  for  financing  pur- 
chaws  of  fami  equipment  and  other  capital  goods  used  by  tarmeis.  contracton  and 
other  small  busineannen.  As  you  know,  there  has  been  a  growing  use  of  cndit  br 
these  individuals  not  only  during  the  recent  recemoa  but  during  the  u 

1970'*  as  well.  As  a  mult,  there  is  growing  evidence  that  credit  sources  a. 

ing  more  scarce.  Let  me  illustrate  with  an  example  from  our  own  eaperienoe. 
Historically.  John  Deere  Credit  Company  has  financed  40  to  oO  percent  of  Deere  A 
Company's  sales  to  end  users.  That  percentage  has  risen  to  nearly  TO  percent  during 
the  past  three  years.  In  the  past,  many  of  our  custonen  used  our  credit  plan  only 
briefly,  until  they  marketed  their  crops.  A*  a  result.  50  percent  or  more  of  the  loans 
■■"■■'"  ~   .       -    -  hasi" 

„   a  wiiW 

equipment  loans  in  order  to  free  up  their  other  sources  of  funds  for  working  capital. 
As  a  result,  our  protfolio  of  fanner  and  contractor  notes  has  grown  from  about  SI 
billion  several  years  ago  to  over  S3  biilicm  today.  This  is  so  even  thourii  Dmw's 
sales  down  almost  25  percent  due  to  the  recession.  Ai  the  economy  and  dentand  re- 
cover, the  need  for  still  additional  customer  flnancinK  could  became : 

In  order  to  address  this  situation.  Congress  sboulJ  do  all  it  can  b  . 
ing  credit  sources  and  not  place  obstacles  in  the  way  of  fiirther  credit  growth.  Such 
an  effort  must  necessarily  consider  smaller  finance  companies  with  lower  credit  rat- 
ings which  often  fund  themselves  from  money-center  banks  at  the  prime  rate,  but 
ncmetheleSE  serve  as  important  financial  intermediaries. 

The  growing  and  future  role  of  these  Tinancial  intermediaries  in  agriculture  and 
small  business  should  not  be  underestimated.  This  is  so  for  several  reasoos:  First, 
the  inflation  rate  between  1974  and  1981  of  approiimately  100  percent  dramatksllv 
increased  the  value  of  everything  to  be  Tinanced.  Rural  and  small  community  bank 
Iniding  could  not  be  expanded  at  that  pace,  and  therefore  these  banks  have  been 
unable  to  meet  their  customen'  needs.  Second,  a  combination  of  capital  market 
forces  and  deregulation  has  increased  the  concentration  of  the  sources  of  credit  far 
more  into  money-market  funds,  money-center  banks  and  the  Eurodollar  market- 
sources  far  removed  from  the  average  farmer  or  smaU-business  borrower.  Finally, 
federal  budget  pressures  appear  to  be  deterring  the  cmitinued  growth  of  loans  mane 


continued  tn  dramatically  increase,  the  availability  of  funds  froin  traditicMial  sources 
has  actually  diminished-  General  finance  cmnpanies  and  other  intermediaries 
should  be  encouraged  to  fill  the  remaining  void.  In  the  meantime  captive  Tinance 
companies  such  as  our  own  are  being  forced  to  attempt  to  fill  this  need.  However, 
we  Jo  not  have  the  resources  U    ' 

•nomy  begins  to  re 
--    ,  =  1  tbe  construction  sector.  The 

sheets  ao  severely  that  their  initial  sources  of  funds  may  only  be  secured  equipment 
loans.  This  may  also  be  true  of  many  farmers.  Finance  companies,  particular^r  cap- 
tive companies,  will  need  all  Uie  help  they  can  get  to  suoport  economic  recovery. 

Continuation  of  federal  preemption  for  agricultural  and  business  credit  on  a  basis 
which  will  allow  a  reasonable  return  to  financial  intermediaries  of  the  typa  1  have 
mentioned  constitutes  the  single  most  important  step  which  Congress  can  take  to 
remove  obstacles  to  credit  growth  for  small  businesses  in  this  country.  Because  of 
this  we  strongly  support  the  purpose  of  section  two  of  S.  730. 

The  federal  preemption  provisions  for  agricultural  and  business  loans  which  have 
been  in  place  over  the  past  three  years  fiave  proved  to  be  extremely  beneficial.  'n>e^ 
have  provided  a  stable  and  uniform  regulatory  environment  which  has  enabled  fi- 
nance companies  to  establish  offices  nationwide  to  compete  for  equipment  and  other 
capital  goods  financing.  They  have    '  ......... 

ing  the  availability  and  free  flow  c 
est  rates,  like  the  1980-81  period. 

Federal  preemption  of  agricultural  and  business  credit  has  also  helped  to  over- 
come state  legal  tMrriers  which  are  unreal  istically  restrictive  even  in  normal  times. 
It  is  difficult  to  appreciate  the  complexity  of  current  state  interest  rate  restrictions 
and  the  deterrent  effect  they  can  have  on  credit  growth  in  individual  states.  In  an 
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attempt  to  illustrate  this  impact  more  clearly,  1  have  attached  a  brief  description  of 
how  these  restrictions  apply  to  our  own  industry  along  with  a  summary  of  tne  rele- 
vant state  laws.  Taken  together,  these  laws  constitute  a  complex,  sometimes-con- 
flicting and  often  ambiguous  barrier  to  uniform,  cost-enicient  credit  practices.  That_ 
this  is  eo  is  particularly  evident  in  credit  operations  such  as  our  own.  which  attempt* 
to  support  national  product  sales  by  conducting  business  on  a  consistent  and  fair 
basis  throughout  the  country.  Federal  preemption  of  interest  rate  ceilings  for  busi- 
ness and  agricultural  loans  would  help  overcome  this  barrier.  It  would  minimize 
l^al  and  administrative  costs  and  allow  a  single,  consistent  rate  to  be  established 
for  all  business  customers. 

A  related  point  which  should  be  mentioned  here  is  that  federal  preemption  will 
also  help  overcome  an  increasing  number  of  technical  errors  and  oversights  in  cur- 
rent state  laws.  For  example,  in  nine  states  where  some  type  of  floating  rate  ceiling 
has  been  adopted,  the  impact  of  the  statutory  language  on  variable  rate  loans  does 
not  seem  to  have  been  adequately  considered.  In  these  states  variable  rate  loans 
cannot  have  a  rate  higher  than  that  allowed  by  the  statutory  formula  on  the  date 
the  extension  of  credit  takes  place.  That  is,  the  rate  may  in  the  future  go  down,  but 
not  up.  Of  course  this  effectively  undermines  the  variable  rate  concept,  forcing  lend- 
ers to  charge  a  fixed  rate,  which  must  necessarily  be  higher.  It  seems  doubtful  that 
this  result  was  ever  directly  considered. 

Because  there  is  already  a  good  deal  of  precedent  for  federal  preemption,  its  con- 
tinuation in  the  area  of  agricultural  and  business  credit  will  provide  a  more  consist- 
ent and  fair  federal  policy.  A  permanent  preemption  already  exists  for  home  mort- 
gage loans;  loans  made  by  national  banks,  state-chartered  federally-insured  banks. 
savings  and  loan  institutions,  credit  unions  and  small  business  investment  compa- 
nies; and  loans  for  agricultural  purposes  made  under  the  authority  of  the  Farm 
Credit  Administration.  The  preemption  provision  applying  to  Farm  Credit  Adminis- 
tration loans— which  that  agency  indicates  account  for  about  a  fourth  of  non-real 
estate  farm  lending  today — is  permanent,  has  no  interest  rate  ceilings  and  does  not 
furnish  states  the  opportunity  to  remove  themselves  from  its  preemption. 

You  may  be  interested  in  how  the  continued  absence  of  federal  preemption  would 
affect  our  business.  Our  preliminary  evaluation  suggests  that  it  is  likely  we  will 
have  to:  (II  drop  some  or  all  of  our  variable  rate  financing  programs  in  IT  states, 
moving  to  higher  fixed^rate  financing  in  these  cases;  (2)  raise  the  minimum  amounts 
required  for  financing  in  6  states;  and  l3)  begin  the  costly  process  of  changing  the 
finance  forms  and  procedures  used  in  as  many  as  23  states. 

In  urging  federal  preemption  for  agricultural  and  business  credit,  we  would  be 
remiss  if  we  did  not  comment  on  alternative  methods  of  accomplishing  this.  The  fed- 
eral statute  which  expired  on  April  1  dealt  rather  effectively  with  the  problem  of 
soaring  interest  rates  in  the  1980-81  period.  However,  since  interest  rates  in  general 
have  moderated,  the  federal  formula  is,  in  effect,  setting  interest  rates  and  thereby 
discouraging  lending  by  financial  intermediaries.  The  federal  discount  rate  is  a 
proxy  for  short-term  interest  rates,  yet  it  is  dictating  the  rate  on  multiyear,  or  inter- 
mediate term,  credits.  For  example,  a  lingle-A  rated  finance  company  would  likely 
have  to  pay  today  nearly  12  percent  for  3-5  year  term  funds  in  the  public  bond  mar- 
kets. The  existing  formula  would  permit  charging  customers  only  13W  percent, 
based  upon  an  Hhi  percent  discount  rate  plus  the  5  percent  additive.  If  one  realisti- 
cally incorporates  1-2  percent  for  various  administrative  costs,  including  in  some 
cases  insurance,  there  is  little  incentive  for  such  an  intermediary  to  lend. 

There  are  several  alternatives  to  this  problem.  One  is  to  provide  for  federal  pre- 
emption with  no  ceiling  as  Congress  has  done  for  the  private  credit  institutions  Op- 
erating under  the  authority  of  the  Federal  Farm  Credit  Administration,  This  is,  of 
course,  the  free  market  position  taken  in  S.  730.  While  we.  too,  are  advocates  of  a 
free  market,  it  is  possible  that  such  an  approach  may  not  have  adequate  political 
appeal  or  could  cause  more  states  to  "opt  out"  of  the  federal  law  than  might  other- 
wise be  the  case  if  a  slightly  different  approach  were  taken. 

One  alternative  tvould  be  to  improve  the  existing  federal  formula  so  that  it  oper- 
ates effectively  in  both  low  and  high  interest  rate  periods.  This  would  require  a  for- 
mula which  would  reflect  the  differences  in  short  and  long-term  rates  and  incorpo- 
rate a  risk  premium  reflective  of  finance  companies'  costs  of  funds.  Although  we 
coutd  support  such  a  formula,  it  might  be  rather  complex. 

A  simple  and  more  practical  alternative  would  be  to  specify  some  level  of  interest 
rates,  perhaps  in  the  16  percent  to  18  percent  range,  above  which  the  federal  formu- 
la would  apply  but  below  which  the  formula  would  be  inoperative,  letting  the 
market  determine  interest  rates.  The  rationale  for  this  approach  is  simple:  Interest 
rate  ceilings  are  based  on  the  legal  and  moral  concepts  of  usury.  These  concepts 
have  been  incx>rporated  into  our  state  laws  for  many  yeaia.  If  one  analyzes  the  var- 
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ioua  atatM'  laws  prior  to  the  1980  federal  Initiation,  two  facts  become  evident. 
First,  all  atat«a  recogniied  that  there  was  some  level  of  interest  rates  below  which 
they  would  not  intervene  and  instead  allow  market  forces  to  determine  interest 
rates.  In  some  cases  this  meant  that  there  were  no  ceilings  at  all.  In  other  cases 
these  ceilings  were  quite  low.  Second,  over  To  percent  of  the  states  concluded  that 
rates  under  18  percent  wer«  not  usurious;  84  percent  concluded  that  rates  under  16 
percent  were  not  usurious.  This  data  suggests  to  us  that  any  formula  ought  to  be 
applicable  only  at  levels  of  16-18  percent  or  more.  Such  a  formula  would  then  pro- 
tect the  public  from  usury  during  periods  of  high  interest  rates  when  usury  is  an 
iame.  Below  those  levels,  market  forces  could  be  allowed  to  determine  ratea.  This 
would  prevent  the  federal  formula  from  inadvertently  setting  rates  and  discourag- 
ing the  availability  of  credit  through  rinancial  intermediaries  as  is  occurring  today. 
Mr.  Chairman,  we  commend  you  for  your  efforts  to  continue  federal  preemption 
for  agricultural  and  business  credit.  We  believe  it  is  vital  for  agriculture  and  small 
a  that  this  action  t)e  Uken. 
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-price"  th«c   iB     the  "El«a-prlea 

eat"   In   the  Bense  neint  b7  uaury  laxi.      Thla 
retail   InBCallBent   sales  rinaiiclni  vtthout 
itates  vheie  the  -dactrine  hai  not  baan 
ue  CO  apply  to  iflied-rste  ratall  iDatallBant 
ratall  Inatallaant  aala*  act  aaparaadaa  tha  uaurjr 

Tba  adoption  of  tha  "lI>a-prlGa  doctrliM"  by  a  najorlcy  of  coutcb  lad  in 
tha   ISSO'i  to  tba  pa»«tge  of  i  ounber  of  atata   retail   InstilliHnt  aalaa 
acta.     Thaaa  act*,   which  vary  conBlderably  in  tcojit,    regulBCe  retail 
initallBanC  aalaa  both  as   to  rates  and  other  terms.      While   they  apply 
prlaarlly  to  coniuaat  soods         goods  purchased  for  personal,    faslly  ot 
houaahold  purpoaaa  —   in  i  nusiber  of  caees  they  also  cover  sales  of 
Btrieultural  aqulpaanl      Industclal  equlpnant  and  ochar  buslnass  sales. 
Slataa  hara  alao  adopted  a  nunher  of  apaclaliaad  inatallBiant  salis  acts. 
So«a  of  thoae.   auch  a*   several  which  apply  to  aotor  wah 
draftad  broadlr  anou|h  to  covar  afilcnltDTal  and  indust 

Tha  IntTodoetlon  of  varlable-rala  lnstBll>anI  aalaa  con 

pstchwark  of   state  laua  llBltln)  axtanalODa  of  cradlt. 

retail  itiatallMDt   sales  tontracta  do  not  oacC  the  test 

doctrine  depends         a   fixed  tlDe-ptlce.      This  la   so  bee 

varies  with  chsnges  In  tha  Intarast  rata.      Accordingly     in  aaeh  atataa 

thtar  arrangBBenCB  art  now  aubJecE  Co  tha  acate  a  usury  la«a. 

Vatiable-rste  Iobdb  continue  to  ba  aubjact  to  atata  oaury  laws  juat  aa 

flxad-rate  loaiu  wara. 

Hhile  Boat  atata  retail  InsCallaanC  aalaa  acta  de  not  axplieltly  raeognlia 
tha  concept  of  vailable  rata  financing,  neiiher  do  thay  prohibit  ita  uaa. 
Conaaquantljp  thaaa  acta  aauallr  continue  to  apply  to  TaTiable-rata  ratall 
inatallHaC   aalea   contracts.     Variable-rats  loans  do  not   typically  fall 


aales  of  agricultural  and  Induatrial  equli 

Dacalled  analyala  of  tha  atata  atatutaa  In  thla  area  leads  one  to  th 
following  concluaions:        )    sone  acace  ceilings  are  unrealistlcally  1 

Tata  callings  an  credit  transactlans  Involving  aiallar  dollar  amount 
■ignlEIcantly  fron  state  to  state  3)  batwean  --  and  eVeii  within 
ceilings  for  credit  transacclons  involving  aaaantlally  similar  goods 
Blgnlf Icandy,  and  4)  determining  the  reatrictlona  ijnposed  by  Che  5t 
la  In  hUAV  ca^e«  dlfficul  Adoption  of  variable-rate  financing  baa 
a  new  level  of  exiguity  and  confualon  to   this  procesa. 

S  Dacartar  19S2 
L.  Ronald  Midi in 
Law  Dapattsant.  Deara  i  Co^any 
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lat  page  toi  expUnBtion  of  all 

Umo,  unlAM  otIwntiM  not«i!,  all  iwuty  lialtatloMf  and  all  Uniting 
Momu  (tatad  in  the  ooluan  tot  Lara  Regulating  Fimd-  and  Variable-  Rate 
LoMN  ere  baaad  on  the  lo«)  aaount.    Itiis  ie  in  contiaet  to  aeveral  of  the 
•tat*  rataU  acts,  in  Mhlch  the  Uniting  angunta  my  be  baaad  althai  on 
tba  Caoh  ?ric>  (CP)  of  the  it<n,  or  the  hnunt  FlMnced  (HP),  aa  noted. 

PiiBlly,  It  rfwuld  be  noted  that  where  the  Tlae-pclce  doctrine  controle, 
the  fintnclng  rate  ie  cpua  -  that  ie,  m/  finance  diarge  agreed  to  ty  ttM 
partiae  nay  be  tAan. 

IdM  Bagulating  I^n  Regulating  ben  Regulating 

Pind-Sate  (FR)  Vailable^tate  (VR)              Fixed-  and 

BetaU  InatalUent  Retail  Inatollaant          VUiaUe-Rate 

Contracts  Contracts                         Loana 


MJtHMK         Code  of  Ala.  Title  5, 

Chap.  19  oovvra  Ag  t 
Ind  -  Dhder  $5000  (AP), 
1B%  {Sac.S-l»-3)t 
over  $5000  (AF), 
□pen  (Sec.  8-8-5] i 
altecnative  ratei 
print  rate  [as  r«partad 
by  the  three  largest 
R.y.C.  banks)  +  21 
(Sec.  a-S-14) 


Aiann       mr  TIm  sales  B«ne  as  pr  uaury  -  epan 
Discloeuce  Act  -  rata  (8«c.44- 
oomrs  Ind  (fOreatiy),  1201) 
open  rate  {S«:.44-291] 
Riar  -  cxnera  Ag  md 
Ind  (except  foreetry], 
open  rate  [6«c.44-fi0021 
3 

Ties-price  abrogated) 
unury  -  FDR  +  S% 
(Ark.  Conatltutlon, 

1 

tte  Federal  Discount  Rate  ie  reported  as  it  le  etated  In  the  statute. 
Bus,  surdtarge  exclusion  or  inclusion  Is  noted  only  when  it  specifically 
■ppeara  In  the  atatute. 
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CMJFORIU^ias  and  Autoanbll* 
Sale*  Plnance  Act  - 
do  not  apply  to  hg 
or  ind]  Ttwe  price 
((pen  rate]  appllea 

aXJXUX)    ^ICCC  -  salei  of  Ag 

or  Ind  Eo  $3000   (AF), 
21t  (3ec.S-2-e02)i 
over  $3000  (AF),  open 
I9ec.5-2-«05),  but 
cap  of  451  ISec.5--12- 
103] 


usury  -  greater 
at  10%  or  F.D.R. 
+  5%  <C(Mt.  Art. 
XV  Sec.  1) 


OCCC  -  loan* 
for  Ag  and  Ind 
to  $3000,  211 
(Sac. 5-3-508)) 
over  $3000,  45% 
(Sac.  5-3-605] 


under  SSOOO, 

S6000,  uaury  - 
$SOOO-S10,000  - 
12%  (Sac. 37-4)) 
over  $10,000, 
cpen.  If  busl- 
neaa  EUipOM 
(Sec.37-9} 


'  HV  Sale*  Finance  Act  - 
Hlf-prcfclled  Ag  S 

Ind  egulpient  -  ofien  rate 
(Sec. 2907] I  all  other 

Itas,  Tine-price  (cpen 
rate)  an>llea 


ae  If -p  repel led ; 


RISA  S  ITSFA  -  do  not 
«cply  to  Ag  or  Indt 
TiMe-pcice  [open  rata) 
appllea 


mSA  (  HVSFA  -  do  not 
aiply  to  Ag  or  Indi 
Tlsc-price  (open  rate) 


$10,000,  12% 
(S«c.37-4)f 
one  $10,000, 
□pen,  if  buBi- 
neaa  pitpoee 
(Sec.37-9) 


foe    ! 

self-pcopelled, 
uaury  -  Corp. 
rate,  open  (Tit. 
6,   Sec,    2306)1 
tndlv.  rata  * 
to  $100,000, 
FIHt  (Incl.  sur- 
charge) +  5%r 
over  $100,000, 
cpen  (Tit.  6, 
Sec.   2301) 

uaury  -  to 

$500,000,  18% 

(Sac. 687. 02] I 

av«r  $500,000, 

251  (8w.6e7.02 

i,  6S7.071] 

OOCIA^ 

$300(1,  10.5% 

(Sec. 57-101)1 

$3000  to  $100,000, 

open.  If  bual- 

nea*  purpoae 

(Sac.57-llfl)i 

ov«r  $100,000, 
.  opm  (Sec.57-U9] 

I  SUtM  whldi  have  cajectad  Faderal  PcMaptton 

^  Stataa  In  which  soie  portion  of  the  alloaable  finance  cat*  i*  (oc  Bay 
to,  If  the  state  haa  a  variable  ceiling)  below  18% 

*(]nleaB  othecviee  noted.   Individual   (Indiv.)  usucy  ratal  include  partner- 
ahipa,  aole  proprietacslilpa  and  individuals. 
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en  -  lat  U  MOnaat 
lO-va  MO-on  imt  12 
I   71  Add-on  next 


$750,000,  12t 
(S«:.47S-3)| 
ovttr  $750,000, 


UCCC  -  MlW  of  Ihg  to 

$70,000  (AF)  211  (S«c. 
2S-32-104  t  2B-32-201)| 
In)  to  $70,000  (DT),  21* 
(Sec.2B-33-«02)j  owe 
570,000  (JV),  cpm  {8«c. 
3S-32-60S) 


foe  Ag  and  Ind 
Eo  $70,000,   211 
(Soc. 28- J3-104, 
28-3J-201  and 
3e-33-<02)t 
m«t  170,000, 

IdAoTM  di- 

IMad  the  DOT 
prDvivlon  pK~ 

Hitting  open 
loan  Omgeai 
tharcfoce,  this 
linitatlon  la 
b«»ed  on  usury 
{8M.3S-23-10S) 


do  not  aiply  to 
Ag  or  Indi 
Tlar-pcloB  (opvi 
rata)  ^pllas 


uauiy  -  Cocp. 

(Sec.4  eC  Rav. 
Stat.  74)1  InUT. 
rata,  opai.   If 
buainaaa  puipoaa 
(S«c.4  of  Km. 
Stat.  74) 


DOOC  -  salas  of  Ag  to  am»  a 

$55,000  (W),  21*  (Sm. 
24-4. S-2- 104  t  24-4. S- 
2-201)1  Ind  bo  $55,000 
(AT),  211  (Sac. 24-4.5-2- 
602)1  ovw  $55,000  (») 
vpm  [Sm.  24-4.5-2-<05) 


foe  Ag  i  Ind  to 
$SS,00O,  21* 
(Sac.  24-4.5-3- 

605)1  OB«r 


lOM  lOK  -  doca  Dot  indy  ■■■■  am 

to  Ag  or  Indr  Tine- 

pcica  abco^ted 

uauiy  -  Corp.   rate, 

«pan  (Sec.535.3}    IreUv. 

rata,  aptn  if  bualnaaa 

pnpoB*  (Sac.  535.2) 
2 
Stataa  vbldi  han  rejaotad  Padatal  PtaM^tion 
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Tla»-pcloB  (opM  »ta) 


17-7105)1  Indlv. 
,  ap«n  U  >g 


(Bac.  l»-a07) 

maty  -  Cccp. 
rate,  open  (Sac. 

360.025)1  Irdlv. 
raw,  to  $15,000, 
iMMr  of  19%  or 
m  +  «%t  ovK 


t  Cndlt  Act  - 
■  Ag  uUs,  ISt 
(8ac.9i3S30)     Ind 
nlM       CCA  <k«B  not 


.   CCC  -  dOM  nM 


c  tndi 

Tlivpciat  («p*n  nto} 

^llM 

NWUMdI  OA  -  HS  -  cown  Ag 
»  Ind  Bales,  241  (Sec. 
12-«09)      »ot«;  tXie  to 

an  Mbiguity  In  the 
definition  of  a  motor 
vehicle  under  the 
Maryland  statute,  tllK* 


1« 


a  of 


Sm.  9t3SMt 


812,400  Muld  be  ccveced. 
If  the  Act  doeB  nut  apply 
to  ul»  over  S12,S00 
(CP}i  Tine-price  laptti 
rata)  would  ifvly. 


Ag  -OCA 
iCfiliaa  to  A9 

11,400,  3C%i 
$1,400  to 
$4,000,  27tt 
$4,000  to 
fT,O0O,  24%i 
ovac  f7,000, 
211  (Sac. 
9t351»t 


'  (b)  a  rata 
no  9reater  tlian 
le.St  on  new 
equipment    22t 
on  uaed  equip- 
wnt  leM  ttian 

271  Mua«d 


old)   IB  taken 
(S«tf*.    Ii-fi09<t) 
i  12-<10(3)). 
It  nelthM  (a) 
nee  (b)  toUoMd, 
Ilsad-rata 

■  portion  of  tba  alloMable  financa 
a  vwiabla  oeUlng]  bala>  1B%. 


(SecB.   12-102 

and  12-lia)i 
oiar  »9,000, 

w  or  n 

Kittad  at  any 

rata  (Sac*.  13- 
ia3(«)  t  12- 
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(ndy  to  Ag  or  Indi 
Til  pflc*  (epMi  rste) 

RISA  t  KWISft  -  do  not 
cnn  Kg  ot  Indt 
Tlw  pclc*  (eptn  laU) 
HVllM 


usury  -  Cocp,  s 

(S«c.275)i  Indlv. 
[ate  cpen.  If 
individual  slgna 
MiorTi  auMacnt 
of  buainesB  put- 
poae  and  loen  is 
by  finance  aub- 
stdiary  of  a  manu- 
facturing corpo- 
ration (8w:.43S.61} 


NWia  -  don  not 
oovar  Ag  or  Indt 
nae-prlce  (open  i 
■ppliM 


unity  -  Cocp.  aa 

334-021))   Indlv. 
rate      under 
5100,000     F.D.B.   + 
4-1/2*   (5ec.334.0U>r 
ovu  SIOO.OOO,  Cfwn 
18«c.334.01} 


apply  to  Ag  OE  Ind 
Tlaa-pclca  (epati 
rata)  ippllaa 


iButy  -  Cocp.  aMia  aa  VR 

tata  -  to  $2500,         (excapti  altac- 
gcaatac  ot  in  oi      native  rate  not 
F.O.It.    (wKludlng      avallatilal 
auccharge)  *  Sli 
o»«  S2S00     greater 

of  ist  6z  f.a.p. 

(excluding  surcharge) 

♦  51  (S«c.7S-17-l 
lodiv.  rate      greater 
of  lot  or  P.D.R.   (•>- 
eluding  surc^rge] 

*  i\    (Sec. 75-17-1)1 
alternatiTO  cat*    - 
te  $2,500      241;  over 
$2,500,   21t  (Sec.  75- 
17-l{6)) 


^tatas  lAlch  hava  rajaetad  Padaial  Piacaptlon 

'Stataa  In  vhich  aov  portion  of  th*  allow^la  flnmce  rata  is  (oc  aagr 

ba,  it  tha  atata  haa  a  variola  ceiling)  balow  181 
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BCSL  -  doM  not  ooMr 

uwry 

-Corp. 

tmm  mVR 

kg  oc  Indi  TtM-pclc* 

cat*  - 

OPM   (SM. 

(cpen  lat*)  ((pliea 

408.035  t  408.060)1 

Indl.. 

lata  -  t» 

$5000, 

grMter  of 

lot  at 

aenthly  n.G. 

Oov't  bon)  ylaUi  4 

3%(  <W 

et  $5000,  opM, 

[Sm.408.035) 

nsft  -  coMM  AgMd 

MM  M  n 

uwiy  -Coep.  ( 

Ind  HlM,  to  1  July, 

Indiv.  tat*  - 

1M3,  cpm  (S«:.31-l-3«> 

to  $150,000, 
graatM  of  lOt 
oc  r.D.i>.  +  4%t 
$150,000  to 
$300,000, 
qrtmtK  of  10% 

oc  P.D.R.   +  5%i 

oRc  noo,ooo. 

(8«c.45- 

101.04)1  Indlv. 
ntt  -  16« 
(Sac. 45-101. 03) 


FI8GS  -  doaa  not  qply 
bo  Ag  oc  Indi  Tlai-iclca 
<cf»n  rate]  ^pllea 


(toraatry  only) 
jndar  $7500  (O),  epan 
[8ac.361-«i8)i  Ag,  lid 
(all  except  for«atty) 
and  all  Ind  one  S7500 
(CP).  TiM-pciea  (ap« 
cats)  «miM 


^tacaa  Mhiefa  hava  ca>ctad  Padacal  Praa^tion 

States  In  Mhidi  mam  portion  of  the  allartbl*  f  Inanca  rata  ta  (oc  w^ 

ba.  If  ttaa  aUta  has  a  variobla  calling)  balotr  181 

^tataa  in  Nliidi  a  fliwnca  rata  U  Clad  to  a  varlibla  otfaac  ttwn  tlia 

Faderal  Diacont  Rata 
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Ag  oc  Ind)  mSFK 
covers  Ag,  -ifien 
until  1  July  19B3 
(Sm.5S-19-8)|  Ind, 


uMMf  -  Cocp. 
t«t«  -  cprni  (S«c. 
31il-«)i  IrMv. 
rata  -  to  $1000, 
IHi  $1000  to  $50,000, 
F.O.R.  (In  "   " 

$SG,OO0, 

31ilil) 


Corp.  rata,  9 
(S«:.S«-e-21  ■ 
Ch.363  Sac.Di 
Indlv.  rata,  a 
(Ch.3t3  Sac.l) 


PRi 


(Sec.H-«-21  ■ 

Cb.IS3S«c.I)i 
Indiv.  r«t*, 
epM  (01.263 


Tlwprlca  ((V«i  rata) 


iMury  -  Cocp. 

(SbcIsU))  Ikm«««i 
35t  UdUdiwl 

>Mu[y  (Sac.U0.40 
Oif  the  penal  Imi)  i 
Indlv.  rate      to 

5350,000,  1 
501);  $2S(}, 
$2,500,000 


Sec 


uaury  liaiC  (Sac.501) 


TiaK-firloa  (cpan  rata) 
oiplta* 


uaury  -  Oocp.  wmm  aa  vr 

(Sac. 24-91 1  I»- 
dlT.  rata  -  to 
$25,000,  greater 
oC  161  or  Bii-nonch 
U.S.  T-aill  rate  + 
■6*t  OWE  $25,000, 
opan  (Sae. 24-1.1) 

3  Stata«  in  Hbtcb  mom  portion  of  tha  alloM^la  fliMnca  rate  la  (or  hv 

ba,  it  b»  Btata  bM  a  nriabU  sailing)  balcw  IM 
9  StMaa  in  «blch  a  fliMnea  rate  ia  tlad  to  a  nrijdsla  otlMr  than  the 


xa-oss  0  -  as  - 
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Ri»  -  coMts  tnd 

Ind  to  «25,00C 

i-ory  -  as 

sales  to  325,000  (CP) 

and  all  Ag  - 

deacrlbad 

and  all  Ag,  cpen 

■aM  «■  FBI  Ind. 

under  VR 

(Sec.5l-13-03f 

over  125,000, 

Ind  over  $25,000  (CP(, 

uMcy  -Corp. 

Tlre-pcice  (op«i  cat». 

rata,  cften 

Lam   1979,   S.B.   13B8, 

(Sec. 47-14-09)) 

S«:.2)  «H>llM 

Inaiv     rate,   to 
$35,000,  grcatac 
of  T(  Of  6-w)nth 
D.5.   T-Bill  iste 
■Hl-l/i*     ov»r 
535,000,  open 
(S«:.  47-1 4-09) 

USA  -  OXMES  kg  are) 

anaan 

-ury-Corp. 

Ind,  25%  [8m.1317.061) 

rat*,  <vm 
(Sac. 1701. 68 )t 
Indlv.   rate, 
to  9100,000, 
ait  OMC 
$100,000,  opoi 
(Sac.1343.01) 

OSX  -  CDvera  Ag  and 

BM*  aa  m 

CXSC  -  (wrera 

Ind  aalM,  open 

Ag  and  Ind,  45t 

(Sk.  14M2-60S) 

(S«c.lM-3-60S 
and  14A-S-107) 

Sm  >  HVRISIt  do  not 

oauty-Coep. 

s«Maa  V? 

cone  Ag  Of  In9) 

and  Indlv.  rate  - 

Ttae-prlce  (□[)(«  »te) 

to  $50,000, 

iffllM 

gceatai  of  12«  oc 
P.D.R.   (Including 
aurdiarge)  +  5lt 
om  S50,000,  C9«i 
<aac.e2.010  t  Ch. 
412  Sac. 10) 

GSI6A  t  mism  -  do 

covac  119  or  Ind] 
TlM-pCloa  (OpMl  I 

•Rdlaa 


usury  -  Corp.      aaaa  as  VK 

(Art.III  Ch.l3)i 
Indlv.  rata  -  to 
SIO.OOO,  6%  (Art. 
II  Sac.201)f  ovar 

S10,000,  open, 
with  affidavit  <a 
business  purpoaa 
(Art. Ill  Sac. 301 

t  Tlt.lO  Sac.T.2| 

-%tatas  in  Hhlefa  acne  portion  of  the  allOMable  finance  rate  Is  (or  My 
be,  IC  the  state  has  a  variable  ceiling)  below  18* 
States  In  which  a  finance  rate  is  tied  to  •  variable  other  then  the 
Federal  Discount  Bate 
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TUMK  otnmtm  Ag  and 

Ind,  U«  (Sw.6-37-4) 


SOCK  -  ccners  Ag  and 
Ind  aalc*,  ep*n  (S«c. 
37-3-101) 


$25,000,  in 
(Sk.  37-10- 
104)1  A9  lom 
owt  $25,000 
and  all  Ind 

(B«c.37-3-60S) 


mtaa  -  conra  all  hq 
«zc(^  ncn-aelf-pn9eU*d, 
non-tractoc  attadManu, 
and  all  sclf-ptopallad 
Ind.,  opan  (Sec.54-7-36)i 
lac  -  oovmtm  non-adf- 
prep«llad,  non-tracbor 


(S«:.54-»-3h  tlK-prlc* 
abrojatad,  for  non-aeif- 
pcepallad  Ind,  uaury  - 
Corp.  and  Indiv.  taba, 
cpan  (S.B.  178  Sac.  1) 


taSA  -  doaa  not  comr 
Ag  or  Indt 

TlMa-pclce  Itjptfi  lata) 
(«P11M 


uaury  -  Corp. 
and  Indiv,  rata  - 
laaaar  ot  18*  oc 
P.D.R.  +  »  [Sac. 
47-14-103  t  47- 
14-102] 


apply  CO  Ag  or  Indt 
TbN-pcice  (open  rate 
■Epllea 


%tataa  In  vhich  • 


Podacal  Dlacowt  Rata 


to  $350,000,  2 
ttaea  28  weafc  D.s. 
l^ill  ratal  if 
under  let,   18%  Is 
celllngi  101  to  34%, 
Conula  la  calling  t 
orar  $250,000,  201 
(Tlt.79,  Ait.1.04) 


o  a  variable  otbar  than  the 
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DCOC  -  *•!••  of  >4  to  sa 

$70,000   (AF),   Ifil   (Sec. 
70&-2-10*  i   709-2-201)) 
Indto  $70,000  (W).  18% 
[Sec.7[ffi-2-e02)i  CKuer 
$70,000  {V),  open  (See. 
706-2-605)  agte:  effective 
23S^it.    19S3,  Reg.  A£8-01- 
19  of  the  Oept.  at  Flnarerlal 
Inatitutlons  any  ha^  d»- 
leted  all  ctruecage  of  Ag 
f ccB  the  UCCC.     Clarifi- 
cation of  the  Sagulatlcn 
Is  being  sought. 

MSR      does  not  eouer  Ag 

Ag  or  Indi  nvmSFA 
covecs  Ag  and  Ind 
self-propelled  and  at- 
tadiicnts  under  S10,000t 
nnr,  ISIt  1  yi.  oc 
oldac,  m  (Tit.  9  Sec. 
2556a  t  Tit.  9  S«:.4U)t 
Ag  Md  Ind  OMf  $20,000, 
Tlw-pcicB  (cpai  rate] 
WPlles 


Coc  Ag  to 
$70,000,  18% 

(SOC.70B-3-104 
&  70B-3-2011 
Ag  loan*  Over 
$70,000  and  all 
Ind  loans,  open 
(5ec.70B-3-G0S) 


$20,000,    MM  H 

PHf  Ag  md  Ind  ovvr 
$20,000,  usuiy  - 
cecp.  t  Indlv. 
iat«,  CVM>  (Tit.9 
6«c.  46) 


CC  -  does 

or  Indt  MVEU  coven 

Ag  Mid  Ind  aelf-pro- 

pelled  ptodjcts,  t»t 
does  not  provide  catt 
language!  Tioe-pdce 
Icpen  i4t»)  a[plie«  to 
■elf -prc^  lied  Ag 


r  Ag 


[nd 


usury  -  Cocp. 
rate  -  cpoi  (Sec. 
6.1-330.43), 
InUv.  iBts  -  to 
$5,000,  e%  (Sac. 
e.l-320.U)i  owe 

$5,000,  9«,  le 
businass  purpose 
(See.6.1-330-44) 


CTIA  does  not  coivr  Ag 


ofacogetedt  uauiy  -  Cocp. 
rate  -  ap«i  (Sw.  39.52. 
080] r  Indlv.  rat*  -  open, 
if  buainsas  or  agrtcultiiTal 
purpos*  (Sac.I9.52.080) 
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r  VDCIHU 

fPKCn  -  oovera  Ag  save  ■ 

under  $25,000  (W),  to 
$1500  (API,  IBIt  over 
S1500  (AF),  12%  (Sec. 
46A-3-10I)]  Ag  over  $25,000 
(AP    am  im      TlMV-pctc* 
abrOQatcdi  uauiy  -  Corp. 
rata,  cfitn  (O),  17,  Att.6, 
Sec.lO      InJiv.  raCa  -  Ag, 
S<  Adil-on  (Sec.47-6-5a  ( 
Ch.47,  Art.   6  Sec.Uh 
Ind,   to  $20,000,   $S  AAJ-Oni 

ovar  $20,000,  cfian  (Sac. 
47-6-6-5a  t  Ch.47,  Act.6  B^.U) 


HVCQA  -  owara 
Ag  loaia  to 
$35,000;  under 
$2,000,   8(   (Of 

quired)  (Sacs. 
46A-1-102(45)  S 
46A-4-101)i 
$2,000  to 
$25,000,   $6 


asaatobllahad 
by  the  Cca«la- 

Baiiklng  (not  to 
ooaed  p.d.p.  + 
It)  (Saca.  46A- 

>-104,   46A-3- 
104(a),   47-«- 
5(a|  1  31A-4- 
30(Bl)r  Ag  tnier 
$2S,0D0  ara  all 


MCA  -  oovera  Ag  under 
$25,000   (AF),  Cfitn 
(Sec. 423-201) I 
Ag  over  $25,000  (AF)  and 
all  Ind,  Tiaa-prlce  tbro- 
gatadi  uauiy  -  Corp.  rat*  - 
open  [8ec.l38.0S)i  Indlv. 
rate  -  ivan  <Sec.l3B.  ,05) 


MCA  -  cover*  Ag 

$25,000, 
greater  of  IB* 
or  6  nmth  U.S. 
T-Bills  +  » 
(Sec.  423.201)1 
Ag  over  $25,000 
and  all  tnd. 


ODCC  -  ooraca  Ag  and  Ind, 
to  $25,000   (AF),    21t 
(Sec. 40-14-357 )t  Ag  i 
over  $25,000  (AFJ,  of 
(Sac. 40-14-261) 


Ind 


Ag  t  Ind,  to 

$25,000,  211 
(Sec. 40-14-442 
I  40-14-348)) 

over  $25,000, 
open  (See. 40- 
14-445) 


State*  iihich  have  rejected  Federal  Precaptlon 

5 

I  la  clad  to  a  aari^le  o 


jdbyGoOglc 


UBBEVIJVFICn  MID  BCKMOfflONii 
act  Uixeriatia»i 
ccc  -  ConauMr  Cr*dlt  Code 
OA  -  CoMBrclal  IM  Artlda 

mmSFK  -  Hotoc  vehicle  Retail  InBtallJMit  S«1m  Flninc*  Act 
RISIA)  -  Retail  iMtallKfit  Salea  (Act) 
tass  -  RBtail  iTWtallaent  Sales  and  Servlcea 
aooc  -  South  Carolina  ConauMet  Protection  Code 
Tium  -  Tiuth  in  Lending  and  Retail  Salea  Act 
OOC  -  OnlfOTB  ConauKr  Credit  Code  (1M9) 
mocPA  -  HHt  Virginia  ConuMr  Credit  and  Protection  Act 

General  Attteyiatione  ana  Eglanatlona; 

Add-on  -  a  OBthod  Eor  calculating  finance  diarge  khldi  peralta  the 

■tatad  rate  to  be  taken  eadi  year  on  the  original  prlnclpel 
balance  of  the  loan  for  the  Mtlre  term  oC  the  loan,  dMplte 
the  fact  that  the  loan  la  repv«ble  in  InatallaBRta. 

AP  -  aanunt  financed,     nn  anunt  oC  credit  extended  to  the 

purdiaaer. 

Ag  -  agricultural  equipaent. 

CP  -  caah  price,     'Rie  aale  price  of  the  equlpatnt. 

o  a  corporation 

EMalM 

Ind  -  indiatrlal  (conatnictlon  and  foreatry}  cquipaant. 

Indiv.   rate  - 

HV  -  n>toc  v«Alcle. 

(pen  -  refers  to  the  absence  of  a  rate  ceiling  -  that  ia.  permlta 

the  charging  of  aiqf  rate  of  interest  agreed  to  tqr  the 

TlM-prioB  -    a  court-created  doctrine  Hhich  permits  a  seller  to  ehacge 
□ne  price  foe  gooA  purchased  for  iiHediate  caah,  tnS 
aiwthac  price  for  gooA  paid  foe  at  a  future  date  or  In 
iMtallJBnts.     The  difference  between  these  prices  la  ths 
tine-pclce  differential.    In  practice,  this  doctrine  permits 
chacc^ng  aif/  rate  of  Interest  agreed  to  ty  the  parties. 
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The  Chairbcan.  Thank  you  very  much.  Gentlemen,  your  full 
statements  will  be  printed  in  the  record.  Mr.  Palmer. 

LEE  PALMER,  PRESIDENT,  HEARTHSTONE  GROUP,  MILWAUKEE. 
WIS..  ON  BEHALF  OF  SMALL  BUSINESS  UNITED  AND   INDE- 
PENDENT BUSINESS  ASSOCIATION  OP  WISCONSIN 
Mr.  Palmer.  Mr.  Chairman,  members  of  this  committee,  my 
name  is  Lee  Palmer,  president  of  the  Hearthstone  Group,  a  Wis- 
consin holding  company  owning  several  small  businesses. 

I  am  a  director  of  the  Independent  Business  Association  of  Wis- 
consin, which  has  a  statewide  membership  of  about  1,000  small  and 
independent  businesses.  I  also  serve  on  the  board  of  directors  of 
SmcUl  Business  United  [SBU],  a  consortium  of  16  local.  State,  and 
r^onal  associations,  representing  over  50,000  small  businesses  na- 
tionwide. 

I  am  testifying  today  on  behalf  of  both  IBAW  and  SBU.  The  or- 
ganizations I  represent  support  S.  730,  the  Credit  Deregulation  and 
Availability  Act  of  1983.  We  see  this  measure  as  the  next  It^cal 
step  in  the  deregulation  of  the  supply  and  demand  of  credit.  Small 
business  generally  feels  that  regulation  of  any  kind  should  be  used 
only  as  a  last  resort.  We  feel  that  the  operations  of  flnancial  mar- 
kets today  do  not  justify  continuation  of  laws  designed  to  deal  with 
dated  problems. 

As  you  know,  S.  730  preempts  State  usury  laws,  except  where 
those  States  take  positive  action  to  retain  such  laws.  Regardless  of 
the  intent,  the  eflect  of  usury  laws  is  a  government  allocation  of 
credit.  Such  allocations  defeat  the  whole  purpose  of  financial  dereg- 
ulation. Usury  laws,  of  course,  are  a  form  of  price  control.  We  are 
particularly  concerned  about  attempts  to  control  the  price  of  finan- 
cial resources  which,  when  put  to  work  in  small  businesses,  have 
the  opportunity  to  create  jobs.  As  the  Nation's  job  creator,  small 
business  is  eager  to  meet  the  employment  challenge  of  the  I980's 
and  1990's.  Obviously,  the  challenge  will  be  difficult  enough  with- 
out price  controls  on  our  most  basic  commodities. 

We  in  small  business  are  particularly  concerned  about  the  avail- 
ability of  credit  in  fiscal  year  1984  and  beyond.  The  demand  for 
funds  needed  to  finance  outrageously  large  Federal  budget  deficits 
will  impose  a  tremendous  burden  on  the  credit  markets.  As  it  is, 
small  business  will  have  enough  difficulty  dealing  with  crowding 
out.  The  effects  of  usury  laws  will  exacerbate  the  crisis  and  elimi- 
nate fuxess  to  credit  for  many  firms.  As  you  know,  credit  flows 
through  the  financial  markets  to  those  who  are  able  to  provide  the 
greatest  return.  That  return  may  be  measured  in  terms  of  immedi- 
ate rewards  or  long-term  prospects  for  a  value  customer.  Either 
way,  any  government-impeded  limit  on  the  return  availability  to 
the  supplier  of  credit  will  cause  that  supplier  to  send  those  funds  to 
those  areas  which  will  offer  unrestricted  return. 

In  the  future,  we  believe  that  will  be  the  obligation  of  the  U.S. 
Treasury,  various  government  agencies  and  large  corporations. 
Small  business  will  be  shut  out.  We  suspect  that  since  many  State 
legislatures  do  not  meet  annually,  they  will  be  unable  to  deal  with 
the  credit  availability  crisis  on  a  timely  basis. 
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82 

Senate  bill  730  addresses  the  problem  before  it  becomee  an  emer- 
gency matter.  SBU  and  IBAW  urge  the  members  of  the  committee 
to  favorably  report  S.  730,  and  we  hope  the  Senate  deals  with  the 
measure  as  soon  as  possible. 

Thank  you  for  the  opportunity  to  present  our  views  on  this  issue. 

I  would  be  happy  to  answer  any  questions  you  may  have. 

[The  complete  statement  follows:] 
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MR.  CHAIRMAN  AND  MQIBERS  OF  THIS  COMMITTEE: 

My  none  la  Lee  Palmer.   I  on  President  of  the  Haarthstone 
Group,  a  Miaconsin  holding  company  owning  several  mall  businesaes. 
I  am  a  director  of  the  Independent  Business  Association  of 
Hlaconsin  (IBAW) ,  which  has  a  atatewide  membership  of  about 
1,000  small  and  independent  businesses.   I  also  serve  on  the 
Board  of  Directors  of  Small  Busineas  United  <SBU) ,  a  conaortiuH 
of  16  local,  state  and  regional  asaoclationa  representing  over 
50(000  small  business  nationwide.   I  am  testifying  today  on 
behalf  of  both  IBAW  and  SBU. 

The  organizations  I  represent  support  S.  730,  the  Credit 
Deregulation  and  Availability  Act  of  19S3.  Me  see  this  meaaure 
as  the  next  logical  step  in  the  deregulation  of  the  supply  and 
demand  of  credit.  Small  business  generally  feels  that  regulation 
of  any  kind  should  be  used  only  as  a  last  resort.  He  feel  that 
the  operations  of  financial  markets  today  do  not  justify  continu- 
ation of  laws  designed  to  deal  with  dated  problems. 

As  you  know,  S.  730  preempts  state  usury  laws  except  where 
those  atatea  take  a  poaitive  action  to  retain  such  laws.   Regard- 
less of  the  Intent,  the  effect  of  usury  laws  is  a  government 
allocation  of  credit.   Such  allocations  defeat  the  whole  purposa 
of  financial  deregulation. 
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OBUCy  iMfB,  of  eourae,  are  a  fon  of  ^Ic*  control. 
He  are  particularly  concerned  about  Btteapte  to  control  the 
price  of  financial  reaourcea  which,  when  put  to  work  In  •mall 
bualnese,  have  the  opportunity  to  create  joba.   As  the  nation's 
job  creator,  aaall  bualnasa  is  eager  to  meet  the  employnkent 
challenge  of  the  1980'b  and  *90's.  Obviously,  that  challenge 
will  be  difficult  enough  without  price  controla  on  our  Most 
basic  commodity. 

He  in  small  buainass  ore  particularly  concerned  about 
the  availability  of  credit  in  fiscal  year  1984  and  beyond. 
The  des»nd  for  funds  needed  to  finance  outrageously  large  federal 
budget  deficits  will  impose  a  tremendous  burden  on  the  credit 
markets.   As  it  la,  small  business  will  have  enough  difficulty 
dealing  with  crowding-out.   The  effect  oC  usury  laws  will  exacerbate 
the  crisis  and  eliminat*  access  to  credit  for  meny  flnu. 

As  you  know,  credit  flows  through  the  financial  markets 
to  those  who  are  able  to  provide  the  greatest  return.   That 
return  n«y  be  measured  in  terms  of  iimediate  rewards  or  long- 
ter«  prospects  for  a  valued  custoawr.   Either  way,  any  government- 
liqwsed  limit  on  the  return  available  to  the  supplier  of  credit 
will  cause  that  supplier  to  send  his  funda  to  those  sreas  whioh 
offer  an  unreatxicted  return.   In  the  ismedlBte^futura,  we  believe 
that  will  be  the  obligation  of  the  D.S,  Treasury,  various  govern- 
ment agencies,  and  large  corporations.  Small  business  will  be 
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■hut  out.   H*  muap«ct  that  sine*  many  atat*  lagislaturaa  do 
not  meat  annually,  they  will  ba  unabl*  to  deal  with  credit 
availability  criaea  on  a  timely  basis.   Senate  bill  730 
addreasea  the  problem  before  it  bscomea  an  emergency  matter. 

SBtJ  and  IBAN  ur9e  the  HesUters  of  the  Coimlttee  to 
favorably  report  S.  730  and  we  hope  the  Senate  deals  with  the 
soon  as  possible. 


Thank  you  for  the  opportunity  to  present  our  views  on 
this  issue.   I  would  be  happy  to  answer  any  questions  you  may 

The  Chairman.  Thank  you  very  much. 

Gentlemen,  let  me  afik  you  the  same  question  I  asked  the  regula- 
tors about,  when  interest  rate  ceilings  are  too  restrictive,  lenders 
often  turn  to  noninterest  conditions  such  as  increasing  downpay- 
ments,  shorter  loan  maturities,  increased  noninterest  fees  wd 
charges,  and  in  the  case  of  retailers,  raising  the  price  of  goods  at 
services. 

Mr.  Rahn,  would  you  comment  on  these  noninterest  conditions? 

Mr.  Rahn.  What  you've  just  outlined  is  absolutely  correct.  The 
problem  with  going  to  a  system  where  you  have  ^  these  other 
types  of  fees  and  conditions,  is  that  it  becomes  very  hard  for  boi^ 
rowers  to  compare  costs.  Hence,  you  reduce  the  efficency  of  your 
financial  markets.  You  get  less  efficient  allocation  of  your  financial 
resources.  As  a  result,  you  can  expect  high  rates  of  unemployment, 
lower  sales  and  lower  productivity  growth. 

The  Chairman.  Who  would  you  expect  would  be  harder  hit  by 
these  noninterest^type  of  costs?  What  catc^ries  of  borrowers? 

Mr.  ScHOTANUS.  I  think  it  depends  a  great  deal  on  the  environ- 
ment. We  lived  with  circumstances,  such  as  you  described  earlitn-, 
in  the  State  of  Arkansas  for  many  years. 

We're  talking  about  the  farm  and  construction  equipment  bum- 
ness,  but  I  think  it  depends  on  the  state  of  the  industry.  For  many 
years  the  Arkansas  10-percent  usury  limit  was  met,  but  again,  it 
was  because  of  the  highly  competitive  equipment  industry. 

I  think  in  the  current  environment  a  State  with  that  level  of  in- 
terest rates  would  simply  not  get  credit.  That  would  be  the  re- 
sponse to  it. 

The  Chairman.  Or  they  would  pay  in  other  areas  as  we  su^eet- 
ed. 

Mr.  Schotanus.  Yes;  I  think  the  important  thing  in  our  industiy 
is  the  fact  that  we're  talking  about  5-  and  6-year  term  credit,  not 
80-day  consumer  financing  or  90-day  consumer  financiiig. 
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The  problem  with  the  State  usury  limits  is  that  our  competitors, 
the  independent  finance  companies,  are  unwilling  to  commit  at  a 
fixed  rate  for  5  to  6  years,  leaving  less  than  complete  competition. 

VARIABLE  LOAN  RATES 

In  our  own  case,  we're  unique  in  that  we  have  gone  to  variable 
rate  financing  because  we  believe  we  can  deliver  our  customers 
credit  at  a  much  better  rate. 

The  Chairman.  How  do  usury  ceilings  affect  your  ability  to 
make  variable  rate  loans? 

Mr.  Schotanus.  There  are  17  States  which  will  inhibit  that  proc- 
ess. They  would  inhibit  it  if  interest  rates  b^an  to  rise  and  ap- 
proach the  18-percent  level  agEiin. 

Currently  one  can  operate,  but  we  are  in  this  hiatus  taking  a 
risk  that  we  would  not  continue  to  take  in  the  long  run. 

For  our  variable  rate,  for  example;  we've  chosen  an  easily  under- 
stood rate;  we're  charging  the  customers  2  over  prime,  so  in  the 
farm  equipment  market,  the  customer  will  be  able  to  get  12^-per- 
cent  money  from  us  including  credit  life  and  property  insurance, 
which  is  worth  probably  75  basis  points. 

The  problem  with  State  usury  statutes  in  this  regard  is  that 
many  of  these  States  attempted  to  emulate  the  Federal  formula. 
They  lifted  the  Federal  formula,  plugged  it  into  a  fixed  rate  stat- 
ute, so  that  while  we  might  be  perfectly  willing  to  lend  for  5  or  6 
years  at  2  over  prime,  the  way  the  State  statute  operates  in  many 
cases  is  to  fix  the  initial  rate  as  a  ceiling  over  the  life  of  that  loan. 

So,  in  other  wonte  if  we  would  go  in  at  13^^  today  because  that's 
the  State  formula,  that  would  become  a  fixed  rate  obligation  for  5 
or  6  years,  and  here's  where  the  independent  finance  companies 
seem  to  be  unwilling  to  commit  and  to  compete. 

USURY  CEIUNGS  BECOME  A  FLOOR 

The  Chairman.  The  claim  is  often  made,  Mr.  Palmer,  that  once 
you  establish  a  ceiling  that  it  becomes  a  floor. 

Do  you  agree  with  the  statement  that  with  usury  ceilings  in 
place  all  rates  gravitate  to  that  ceiling? 

Mr.  Palmer.  No;  I  don't.  I  think  that's  a  simplistic  answer  by 
people  who  don't  face  up  to  the  free  market  system. 

llie  Chairman.  Certainly,  2  years  ago  when  I  was  teilking  about 
credit  unions,  I  indicated  that  even  when  the  ceiling  was  raised  to 
21  percent,  more  than  60  percent  of  the  loans  were  down  in  the  12 
and  15  percent  range.  There  was  overwhelming  evidence  that  had 
not  been  the  cetse. 

Mr.  Palmer.  Yes;  I  would  agree. 

The  Chairman.  Senator  Hawkins. 

Senator  Hawkins.  Does  this  apply  to  auto  loans  also — auto- 
mobile loans? 

Is  automobile  loans  considered  a  consumer  interest  in  your 
mind? 

Mr.  Palmer.  In  my  mind  it  is,  yes. 

Senator  Hawkins.  I  met  with  some  auto  dealers  last  week.  Flor- 
ida is  in  the  process  in  their  l^islature  of  lifting  the  rates  we've 
had  for  a  long  time.  The  auto  dealers  are  gleefully  waiting  for  that 
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moment  because  they  want  to  charge  whatever  the  individual  cus- 
tomer, whatever  they  feel  the  individual  customer  can  bear  even  in 
light  of  GMAC  coming  out  with  9.9,  you  know.  In  this  last  and 
latest  flurry,  I  said,  "Wouldn't  that  alter  your  plans?"  And  they 
said  "No,  credit  is  an  individual  thing  to  us  and  once  we  can  get 
this  lifted,  we  can  charge  whatever  we  can  get  the  customer  to  sign 
for." 

Mr.  Palmer.  I  might  point  out  that  GM's  rate  came  down  only  as 
an  incentive  to  move  their  small  cars  that  weren't  selling. 

There  again,  I  think  it  defends  the  fact  that  the  market  will  also 
support,  you  know — the  market  will  support  whatever  is  the  rela- 
tion to  the  goods. 

I  don't  think  removing  the  usury  law  that  the  customer  is  auto- 
matically going  to  pay  the  higher  price. 

Senator  Hawkins.  Our  hearings  showed  us  that  40  percent  of  all 
the  money  in  the  consumer  market  goes  for  automobiles.  That's 
the  percentage  that  is  used  for  autos,  so  it  seems  to  me  that  we'll 
have  to  track  it  real  closely,  at  least  in  my  State  where  we  lift  that 
for  the  first  time,  and  see  exactly  what  they're  chEU*ging  dealer  by 
dealer.  Because  there  is  so  much  confusion  now  with  these  specif 
prices  that  even  FTC  has  made  special  studies. 

Thank  you. 

The  Chairman.  I  think  what  has  been  shown  is  that  the  rebates 
haven't  done  nearly  the  job  of  selling  the  cars,  as  the  incentive  of 
lower  interest  rates  has. 

So,  that  doesn't  sound  very  intelligent  to  me,  if  that's  the  way 
your  auto  dealers  are  going.  My  dealers  in  Utah  are  smarter  than 
that.  [Laughter.] 

The  Chairman.  Senator  Hecht,  did  you  have  any  questions? 
You'd  better  come  up  here  closer  so  I  can  see  you,  I  don't  wcmt  to 
miss  you  sitting  way  over  there  on  the  end. 

Senator  Hecht.  'That's  OK.  Thank  you.  I  can  hold  my  notes  here. 

The  Chairman.  Thank  you  very  much,  gentlemen. 

Now,  if  panel  No.  3  will  come  up:  Ellen  Broadman,  counsel  for 
government  affairs  of  the  Consumers  Union,  Glenn  Nishimura,  leg- 
islative representative  of  the  Consumer  Federation  of  America;  and 
Henry  Schechter,  director,  Office  of  Housing  and  Monetary  Policy 
oftheAFL-CIO. 

The  Chairman.  Henry,  before  you  even  testify,  my  first  question 
is  how  do  you  have  time  to  ever  get  any  work  done?  You're  testify- 
ing so  often. 

Mr.  Schechter.  We  work  overtime. 

llie  Chairman.  You  work  nights  so  you  can  come  do¥ni  and 
appear  before  congressional  committees. 

We  appreciate  each  of  you  being  here.  Miss  Broadman,  would 
you  like  to  b^in? 
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STATEMENTS  OP  ELLEN  BROADMAN.  COUNSEL.  GOVERNMENtJUL. 
AFFAIRS,  CONSUMERS  UNION;  GLENN  NISHIMURA,  LEGISLA- 
TIVE REPRESENTATIVE.  CONSUMER  FEDERATION  OF  AMER- 
ICA; AND  HENRY  B.  SCHECHTER.  DIRECTOR.  OFFICE  OF  HOUS- 
ING AND  MONETARY  POLICY.  AFL-CIO 
Ms.  Broadman.  Mr.  Chairman,  members  of  the  subcommittee,  I 

appreciate  this  opportunity  to  testify  on   behalf  of  Consumers 

Union. 

OPPOSmON  TO  BILL 

We  are  in  opposition  to  the  bill  and  I  guess  express  a  minority 
view  among  the  people  who  have  testified  thus  far.  In  earlier  testi- 
mony I've  explained  that  we  believe  usury  ceilings  should  be  set 
above  market  rates  but  that  they  are  needed  to  protect  unsophisti- 
cated consumers  against  loan  sharking  and  unconscionable  interest 
rates. 

We  believe  that  the  States  have  acted  to  adjust  their  usury  laws 
to  bring  them  into  line  with  the  market,  and  that  at  this  point 
there's  no  need  for  Federal  preemption  of  these  laws. 

We  find  that  the  propoeed  bill  is  overreaching  and  that  it  would 
preempt  State  laws  that  would  prohibit  unconscionable  interest 
rates,  rates  of  50,  60,  80  percent.  We  see  no  justification  for  the 
Federal  Government  to  preempt  State  laws  that  are  doing  nothing 
more  than  protecting  consumers  eigainst  unconsionable  interest 
rates. 

Today,  rather  than  repeat  earlier  testimony  that  we've  given  ex- 
plaining why  we  think  usury  ceilings  are  necessary,  I  would  like  to 
focus  on  consumer  protections  that  we  feel  must  accompany  a  bill 
of  this  sort  with  the  caveat  that  we  are  opposed  to  the  bill. 

The  first  protection  we  would  like  to  see  included  is  one  that  re- 
quires consumer  credit  contracts  to  be  written  in  plain  English.  If 
consumers  are  to  protect  themselves  in  a  usury-free  market,  they 
need  to  be  able  to  understand  both  the  costs  and  the  terms  of  the 
contracts  that  bind  them. 

We've  seen  several  States  that  have  adopted  plain  language  laws 
that  do  apply  to  credit  agreements  and  other  areeis,  and  we  believe 
that  enough  experience  has  been  gathered  on  the  State  level  to 
draft  a  national  plain  language  law. 

The  second  group  of  protections — let  me  just  say  I'm  going  to 
summarize  my  testimony  and  in  the  testimony  we  explain  in  great- 
er detail  the  consumer  protections  we  want  and  why. 

The  second  area  that  we  feel  there  will  be  a  need  for  greater  con- 
sumer protection  is  the  truth-in-lending  disclosures.  Again,  in  the 
no-usury  market,  consumers  need  better,  more  accurate  and  more 
complete  information  about  consumer  credit,  about  the  charges  and 
about  the  terms  that  are  imposed  so  they  can  avoid  unfair  and  un- 
desirable credit  agreements. 

Under  S.  730  creditors  can  charge  virtually  any  kind  of  charge 
for  consumer  credit,  including  charges  that  would  not  appear  in 
the  annual  percentage  rate,  the  APR  that  consumers  use  to  shop 
for  credit.  For  example,  with  credit  cards  lenders  can  charge  un- 
limited annual  fees,  transaction  fees,  or  one-time  charges  that  are 
never  included  in  the  APR,  so  it  would  be  very  difficult  for  consum- 
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ers  to  understand  what  they  are  shopping  for,  what  they  are 
buying,  and  what  they  are  getting  into. 

In  our  testimony  we  explain  what  additional  truth-in-lending  dis- 
closures we  feel  would  be  necessary  and  what  kinds  of  charges  we 
feel  should  be  restricted  or  prohibited  so  that  consumers  can  use 
the  annual  percentage  rate  to  shop  and  to  protect  themselves  in 
the  non-usury  environment. 

CONSUMER  PROTECTION  AGAINST  ABUSIVE  CREDITOR  PRACTICES 

The  third  category  of  protections  we  feel  are  needed  are  protec- 
tions against  abusive  creditor  practices  when  a  consumer  cannot 
pay- 
Again  if  we  are  going  to  allow  unlimited  interest  rates, 
unconscionable  credit  charges,  consumers  who  cannot  pay  them 
should  be  protected  against  oppressive  and  abusive  creditor  prac- 
tices. 

The  first  would  be  a  prohibition  against  confessions  of  judgment 
and  similar  contractual  language  that  waives  consumers'  rights  to 
notice  and  an  opportunity  to  be  heard  before  judgment  is  entered 
against  them  on  default. 

These  provisions  deprive  consumers  of  minimal  procedural  due 
process  of  law.  They're  prohibited  in  most  States  and  we  feel  this 
should  be  prohibited  on  a  national  level. 

Waige  assignments  which  give  creditors  the  power  to  seize  wages 
without  any  court  hearing  also  should  be  prohibited.  Instead,  lend- 
ers should  be  required  to  pursue  what  are  called  garnishment  pro- 
cedures in  which  they  give  consumers  notice  and  an  opportunity  to 
be  heard  before  wages  can  be  seized. 

Again,  if  consumers  are  to  be  left  unprotected  against 
unconscionable  credit  charges,  they  should  at  least  be  given  basic 
procedural  due  process  rights  before  their  wages  and  other  proper- 
ty can  be  seized. 

We  also  believe  that  nonpurchase  money  security  interests  in 
household  goods  should  be  prohibited.  The  Federal  "Trade  Commis- 
sion's credit  practices  record  documents  how  creditors  use  these  se- 
curity interest  in  household  goods  to  intimidate  emd  threaten  debt- 
ors who  simply  cannot  pay  their  debt£. 

These  are  security  interests  that  are  taken  in  household  goods  to 
secure  credit  that's  used  to  purchase  other  items.  The  household 
goods  generally  have  no  resale  value  to  the  creditor  but  have  enor- 
mous psychological  value  to  the  person  who  owns  them  and  who 
needs  them — their  mops,  their  sponges,  their  basic  household 
goods — to  survive. 

So,  when  these  goods  are  seized  and  sold,  they  discharge  very 
little  of  the  debt  and  the  creditors  use  the  threat  of  seizure  to  in- 
timidate consumers  to  refinance  on  highly  undesirable  terms  and 
to  generally  disrupt  the  lives  of  individuals  who  simply  cannot  pay 
their  debts. 

We  also  believe  that  blanket  security  interests  should  be  prohib- 
ited. These  are  security  interests  where  creditors  take  security  in 
broad  categories  of  goods  rather  than  specific  items. 
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If  creditors  are  to  be  allowed  to  charge  unlimited  interest  rates, 
they  should  at  least  be  required  to  specify  what  goods  consumers 
will  lose  if  they  can't  meet  their  payments. 

DEFICIENCY  JUDGMENTS 

We  believe  that  these  also  should  be  regulated  if  usury  ceilings 
are  lifted.  The  uniform  commercial  code  in  effect  in  most  states 
allows  lenders  to  repossess  and  sell  property  that  is  secured  if  the 
consumer  defaults. 

If  the  receipts  from  that  sale  don't  pay  off  the  debt,  the  creditor 
then  can  go  after  the  debtor  for  the  remainder  that's  owed.  Again, 
the  Federal  Trade  Commission  credit  practices'  rulemaking  docu- 
ments how  this  scheme  has  resulted  in  devastating  inequities  in 
consumer  credit  situations.  Those  repossessed  consumer  goods,  es- 
pecially low  value  items,  are  sold  at  inconsequential  or  grossly  de- 
flated prices. 

Even  high-value  items  are  sold  at  wholesale  or  lower  prices  to 
creditors  or  creditor  affiliates  who  then  turn  around  and  sell  them 
at  a  much  higher  price. 

However,  the  debtor  only  receives  credit  for  the  lower  sales  price 
and  has  to  pay  an  unduly  high  deFiciency  judgment. 

To  remedy  this  problem  we  think  that  lenders  should  be  required 
to  elect  between  repossession  and  seeking  a  judgment  on  the  under- 
lying debt  whenever  the  security  does  not  have  to  establish  the 
retail  sales  price.  But  if  a  retail  sales  price  exists,  then  deficiency 
judgments  should  be  permitted. 

There's  also  a  need  for  a  restriction  on  attorney's  fees.  Many  con- 
sumer credit  contracts  require  the  debtor  to  pay  attorney's  fees  if 
they  default  regardless  of  whether  the  borrower  has  a  valid  defense 
to  nonpayments. 

These  contracts  are  boiler  plate,  they're  basically  contracts  of  ad- 
hesion. Consumers  cannot  bargain  for  them  and  are  often  unaware 
of  their  liabilities. 

The  attorney's  fees  add  to  the  distress  of  the  borrower  who  al- 
ready cannot  meet  his  or  her  credit  payments  and  is  already  facing 
serious  financial  hardship. 

We  feel  these  fees  should  be  prohibited  or  regulated  so  that  these 
consumers  should  not  be  required  to  pay  attorney's  fees  to  their 
creditors. 

COSIGNERS  NEED  PROTECTION 

Last,  we  feel  that  cosigners  need  greater  protection  in  the  nonu- 
sury  environment.  Cosigners  are  often  unaware  of  the  nature  and 
obligations  that  they  are  assuming. 

Some  have  thought  they're  merely  attesting  to  the  character  or 
trustworthiness  of  the  principal  debtor.  Others  have  been  pres- 
sured into  cosigning  in  highly  coercive  situations  where  femiily  or 
friends  have  defaulted. 

We  believe  that  in  order  to  protect  cosigners,  they  should  be 
given  a  statement  explaining  what  their  potential  liabilities  are 
before  they  become  cosigners,  so  that  they  know  what  they're  get- 
ting into. 
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We  also  think  that  where  cosigners  are  asked  to  guarantee  debts 
that  are  already  in  default  in  a  highly  pressured  situation  th^ 
should  be  given  a  3-day  cooling  ofT  period  in  order  to  reevaluate 
whether  they  want  to  make  this  commitment. 

In  conclusion,  we  strongly  urge  you  to  reject  S.  730.  We  believe 
that  this  bill  proposes  unnecessary  and  harmful  Federal  abolition 
of  State  laws  which  do  nothing  more  than  protect  consumers 
against  unconscionable  credit  charges. 

However,  if  you  decide  to  nonetheless  pursue  what  we  feel  is  an 
ill-advised  course,  we  hope  you  will  include  the  basic  substantive 
consumer  protections  that  we've  outlined  in  our  testimony. 

Thank  you  very  much  for  this  opportunity  to  testify. 

[The  complete  statement  follows:] 

R  Govern  MENT  Affairs, 

Mr.  Chairman  and  members  of  the  subcommittee.  Consumers  Union  '  appreciates 
this  opportunity  to  testify  on  S.  730.  We  strongly  oppose  this  bill. 

S.  730  would  abolish  all  state  laws  that  limit  interest  rates  or  certain  other 
charges  for  consumer  credit.  Even  state  laws  that  allow  interest  rates  aignificaDtly 
above  market  levels  and  therefore  only  prohibit  unconscionable  charges  would  be 
erased.  This  bill  would  legalize  loan  sharking  and  invite  a  new  era  of  consumer 
abuses.  CU  finds  the  broad  sweep  of  this  bill  wholly  unwarranted  in  any  circum- 
stances, and  especially  now  given  that  most  states  t^ve  increased  their  usury  ceil- 
ings to  keep  abreast  of  market  changes  and  that  market  interest  rates  are  generally 
below  usury  limits. 

In  earlier  testimony  before  this  committee,  CU  explained  how  usury  ceilings  are 
needed  to  protect  unsophisticated  and  uninformed  consumers  from  interest  chargn 
unconscionally  in  excess  of  market  rates.  We  also  described  abuses  found  in  states 
where  usurv  limits  had  been  removed.  Today,  we  will  not  repeat  that  testimony,  but 
instead  will  focus  on  the  consumer  protections  that  must  accompany  any  ill-advised 
federal  abolition  of  these  important  state  consumer  protections.  Historically,  usury 
ceilings  have  been  closely  intertwined  with  substantive  consumer  prot«ctioiM. 
Where  higher  rales  have  been  allowed,  stricter  restrictions  have  been  placed  on 
questionable  creditor  remedies;  where  lower  rate  limits  have  been  imposed,  fewer 
consumer  protections  have  viewed  as  necessary.  Underlying  this  trade  off  is  an  as- 
sumption that  lenders  that  assess  high  interest  rates  can  earn  reasonable  profita 
without  charging  additional  fees  or  pursuing  oppressive  remedies  on  default.  Wher« 
ceilings  are  low.  lenders  have  been  given  more  latitude  to  collect  debts  from  default- 
ing borrowers  and  to  assess  charges  for  specific  expenses. 

If  this  web  of  usury  limits  and  substantive  state  rights  are  erased,  basic  consumer 
protections  are  needed  to  protect  individuals  against  excessive  fees,  especially  fees 
that  do  not  appear  in  the  Annual  Percentage  Hate,  and  to  protect  borrowers  against 
abusive  creditor  remedies  on  default.  In  particular,  the  unsophisticated  consumer, 
who  would  be  most  likely  to  accept  contracts  with  unconscionable  credit  charges, 
vitally  needs  this  protection  against  further  abuse. 

I.  PLAIN  BNGUSH  RBC1UIRBMSN7S 

English,  using  terms  and  phrase 


charges  and  of  the  implications  of  nonpayment.  Regardirig  security  interests,  for  ex- 
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ample,  they  should  be  clearly  informed  that  they  may  lose  their  homes  if,  due  to 
variable  or  steep  interest  rates,  they  cannot  meet  credit  payments.  Similarily,  con- 
sumers should  be  informed  in  language  they  can  understand  that  if  they  pay  off  all 
or  part  of  a  loan  early,  they  will  be  assessed  a  prepayment  penalty  of  a  specified 
amount.  Given  that  consumer  credit  may  become  riskier  for  individuals  if  usury 
limits  are  erased  and  rates  are  allowed  to  fluctuate  without  restraint,  it  is  impor- 
tant that  credit  agreements  also  simply  state  what  creditor  remedies  may  be  exer- 
cised on  default. 

Altogether,  in  the  interest  of  fairness,  if  consumers  are  no  longer  to  be  protected 
against  loan  sharking,  at  a  minimum,  they  should  be  provided  with  credit  contracts 
they  can  understand. 

Several  states  have  adopted  plain  language  laws  that  apply  to  credit  agreements, 
and  many  have  such  laws  for  other  consumer  contracts  (e.g.  insurance).  Enoi^h  ex- 
perience and  information  have  been  gathered  to  draft  a  national  plain  language  law 
for  consumer  credit  agreements.  Consumers  Union  would  welcome  the  opportunity 
to  work  with  committee  staff  on  drafting  such  requirements. 

JTY  OP  TBtnH  IN  LENDING  DlSCl/MURES 


In  a  no-usury  market,  consumers  would  need  complete,  accurate,  and  comparable 
disclosures  about  consumer  credit  charges  and  terms  to  avoid  unfair  or  undesirable 
agreements.  The  disclosures  required  by  the  Truth  in  Lending  Act  provide  some  val- 
uable assistance  but,  unfortunately,  in  many  circumstances  are  undermined  by 
creditor  practices  and  would  need  strengthening  if  usury  limits  are  erased. 

Under  S.  730,  creditors  could  assess  virtually  any  charges  for  consumer  credit,  in- 
cluding charges  that  might  not  be  included  in  the  annual  percentage  rate  (APR>  dis- 
closure. For  example,  with  credit  cards,  lenders  could  charge  unlimited  annual  fees, 
transaction  fees,  or  other  one-time  charges  that  are  never  factored  into  the  APR, 
whidi  consumers  use  to  comparison  shop.  The  utility  of  APR  disclosures  for  open 
end  credit  would  be  further  undermined  by  differences  in  the  ways  lenders  calculate 
the  balance  to  which  the  APR  is  applied  and  differences  in  the  free  periods  given 
consumers  who  do  and  do  not  pay  their  entire  credit  card  bill  each  month. 

Alao,  current  variable  rate  loans  have  interest  rates  that  change  in  unpredictable 
amounts  during  the  loan  term  so  that  APR  disclosures  on  these  loans  have  becorne 
an  unreliable  basis  for  estimating  the  cost  of  credit.  Some  lenders  are  taking  secu- 
rity interests  in  homes  for  variable  rate  credit,  so  that  consumers  can  lose  their 
homes  if  they  are  unable  to  pay  rate  hikes. 

If  credit  charges  are  totally  deregulated,  cortsumers  will  become  dependent  on 
TILA  disclosures  to  protect  themselves.  To  enable  them  to  rely  on  APR,  creditors 
should  be  pn^ibited  from  assessing  any  charges  for  the  use  of  credit  that  do  not 
appear  in  the  APR.  (Creditors  would  still  be  permitted  to  aasess  special  charges  on 
default).  Also,  the  method  used  to  compute  the  balances  to  which  the  APR  is  applied 
in  open  end  lines  of  credit  should  be  standardized  to  simplify  compBrisana.  Clearer 
disclosures  should  be  required  describing  free  periods  (e.g.  "If  you  do  not  pay  off 
your  balance  within  the  billing  cycle,  you  will  be  charged  interest  on  all  subsequent 
purchases  from  the  date  of  puchase,  lliis  may  increase  your  finance  chaises  signifi- 
cantly.") With  variable  rate  loans,  lenders  should  be  required  to  disclose  how  much 
the  monthly  payment  will  increase  under  fixed  hypothetical  conditions.  Under  Reg- 
ulation Z,  creditors  can  disclose  only  nominal  increases  using  whatever  hypothetical 
they  select.  Some  lenders  may  disclose  more  favorable  hypotheticals  then  others, 
and  consumers  are  likely  to  be  confused.  CU  believes  that  all  lenders  should  use  the 
same  hypotheticals,  identified  as  such,  perhaps  one  with  substantial  rate  increases 
and  anoljier  with  decreases. 

m.  XUMINAn  ABUSIVB  CSKDITOX  PRACTICES  ON  DBTAtJLT 

Confessions  of  judgment  and  similair  contractual  language  that  waives  consum- 
ers' right  to  notice  and  an  opportunity  to  be  heard  before  a  judgment  is  entered 
against  them  on  default  should  be  prohibited.  These  provisions  deprive  consumers  of 
minimal  procedural  due  process  of  law.  Most  states  already  forbid  the  use  of  such 
contractual  devices.  If  umiry  ceilings  are  abolishd  so  that  creditors  can  charge  inter- 
est rates  previously  considered  unconscionable,  creditors  should  at  least  be  required 
to  serve  oonsunwrs  who  cannot  meet  credit  payments  with  a  complaint  and  to  give 
tbem  an  opportunity  to  raise  in  court  whatever  defenses  they  may  have  to  nonpay- 
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B.  Wage  amignmtnt 

Wage  aaaignmentB,  which  give  creditors  power  tx>  seize  borrower's  wages  without 
even  curaory  judicial  scrutiny  or  other  procedural  safeguards,  should  be  prohibited. 
Instead,  lenders  should  pureue  garnishment  proceedings  which  provide  borrowers 

sscso 
leand 
a  fair 
to  pay  ofT  these  loans. 

C.  Security  interest  in  household  goods 

Non-purchase  money  security  interests  in  household  goods  also  should  be  prohibit- 
ed. As  documented  in  the  FTC  Credit  Practices  Rule  proceedings,  creditora  take 
these  security  interests  in  household  goods,  essentially  worthless  to  the  creditor,  to 
harass  and  threaten  debtors  who  cannot  meet  credit  payments.  The  Presiding  OfTi- 
cer's  Report  at  page  136  explains: 

Since  the  usual  causes  of  default  are  for  reasons  beyond  the  control  of  the  con- 
sumer, e.g.,  loss  of  Job,  abandonment  by  spouse,  and  illness,  the  threat  ta  repossea 
household  goods  causes  great  emotional  suffering,  humiliation,  anxiety,  and  deep 
feelings  of  guilt;  and  this  distress  can  lead  to  physical  breakdowns  or  illness,  disrup- 
tion of  the  family,  and  undue  strain  on  the  family  relationships. 

By  threatening  to  seize  household  goods,  creditors  can  coerce  consumers  to  refi- 
nance overdue  obligations  on  highly  unfavorable  terms  or  force  some  individuals 
into  bankruptcy. 

When  household  goods  are  actually  seized,  consumers  lives  are  totally  disrupted 
for  minimal  or  no  financial  benefits  for  the  creditor.  While  household  goods  may 
have  a  high  psychological  or  sentimental  value  to  consumers,  and  be  costly  to  re- 
place, as  used  goods  they  have  very  low  resale  value  and  discharge  little,  if  aoy,  of 
the  debtor's  obligation.  As  the  FTC  Staff  Report  at  page  227  concluded,  security  in- 
terests in  household  goods  "offer  tittle  economic  return  to  creditors  at  great  econoot- 
ic  and  social  coat." 

If  usury  ceilings  are  lifted  so  that  unsophisticated  consumers  may  be  drawn  into 
unduly  expensive,  high  interest  rate  credit  agreements,  individuals  should  be  pro- 
tected against  abusive  creditor  practices  upon  default.  Individuals  who  truly  cannot 
meet  their  credit  payments  should  not  be  subjected  to  threats  that  essential  perstm- 
al  possessions  not  purchased  with  the  credit  at  issue  will  be  seized. 

Similarly,  the  Fair  Debt  Collection  Practices  Act  should  Ik  expanded  to  cover 
debts  collected  by  creditors  and  their  attorneys.  The  lew  presently  provides  borrow- 
ere  with  important  protections  against  abusive  debt  collection  practices  by  debt  col- 
lection agencies.  Such  abuses  should  also  t>e  proecrilied  when  engaged  in  by  credi- 
tors or  their  attorneys. 

D.  Blanket  security  interests 

Some  creditors  take  a  blanket  security  interest  in  categories  of  goods  rather  than 
specific  items,  causing  confusion  or  misunderstanding  about  which  ponncasiona  may 
be  seized  for  non-payment.  If  creditors  are  allowed  to  charge  unlimited  interest 
rates,  they  should  at  a  minimum  be  required  to  spell  out  precisely  which  consumer 
items  may  be  lost  if  payments  cannot  be  met. 

E.  Deficiency  balances 

The  Uniform  Commercial  Code,  in  effect  in  most  states,  allows  lenders  to  repos- 
sess and  sell  secured  property  on  default  and  to  charge  the  costs  of  the  sale  to  the 
borrower.  Any  amounts  owed,  but  not  paid  with  the  receipts  of  the  sale  may  be  col- 
lected from  the  borrower.  The  FTC  Credit  Practices  rulemaking  record  documents 
how  this  scheme  has  resulted  in  devastating  inequities  in  consumer  credit  situations 
(see  Staff  Report  at  pages  259,  268-691.  Most  repossessed  consumer  goods,  especially 
low  value  items,  are  sold  at  inconsequential  or  grossly  deflated  prices.  Even  high 
value  items  have  been  sold  at  wholesale  or  lower  prices  to  a  creditor  or  its  affiliates 
which  then  sells  the  items  at  a  much  higher  price.  However,  the  debtor  receives 
credit  only  for  the  initial  low  sale  price  and  must  pay  a  correspondingly  higher  defi- 
ciency balance. 

To  remedy  this  problem,  lenders  should  be  required  to  elect  between  repoaaeflsion 
and  seeking  a  judgment  on  the  underlying  debt,  whenever  the  security  has  no  e«tab- 
lished  retail  sale  price.  However,  if  an  established  retail  sale  price  exists,  deficiency 
judgments  should  be  permitted. 
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E-l.  Attorney  feta 

Consumer  credit  contrttcta  often  require  borrowen  to  pay  the  lender's  stuimey 
fees  if  they  default,  regBrdleas  of  whether  the  borrower  has  a  valid  defense  to  non- 
payment. These  clauMS  are  boilerplate  in  contracts  of  adhesion.  ConBumers  do  not 
bargain  for  them  and  often  are  unaware  of  the  liabilities  they  would  assume.  Attor- 
neys fees  add  to  the  distress  of  consumers  who  are  already  facing  financial  hardship 
and  are  used  for  in  terrortm  purposes.  Creditors  have  threatenea  to  recover  high  fee 
awards  to  force  borrowers  with  legitimate  defenses  into  unfavorable  settlements. 

These  clauses  provide  little  financial  gain  for  creditors,  who  rarely  can  collect 
those  fees  anyway  and  who  use  low  cost,  assembly-line  procedures  to  secure  most 
deficiency  judgments,  (see  Staff  Report  at  333-49).  If  usury  limits  are  erased,  indi- 
viduals who  cannot  meet  payments  should  be  protected  against  the  assessment  of 
attorneys  fees  as  well. 
F.  Cotigntra 

Cosigners  ofter  are  unaware  of  the  nature  and  extent  of  their  liability.  Some  have 
thought  they  were  merely  attesting  to  the  character  or  trustworthiness  of  the  prin- 
cipal debtor.  Others  have  been  pressured  into  cosigning  in  highly  coercive  situations 
when  family  or  friends  have  defaulted.  Creditors  nave  threatened  to  reposMsa  prop- 
erty and  sue  unless  the  borrower  finds  a  cosigner.  In  this  pressured  situation,  nei- 
ther the  lender  nor  borrower  have  an  incentive  to  inform  cosigners  of  their  obliga- 
tions, (see  Staff  Report  at  pages  437-47). 

In  order  to  protect  cosigners,  who  generally  receive  little  if  any  benefit  for  assum- 
ing substantial  liabilities,  lenders  should  be  required  to  furnish  them  with  a  state- 
ment explaining  their  potential  liabilities  before  thev  sign  a  contract.  Also,  individ- 
uals who  are  asked  to  guarantee  debts  already  in  default  should  be  given  a  three 
da^  "cooling  off'  period  to  make  an  unpressured  and  informed  choice  to  accept  or 
reject  cosigner  liabilities. 

CONCLUSION 

In  conclusion,  we  Stronglv  urge  you  to  reject  S.  730,  a  bill  that  proposes  an  unnec- 
essary and  harmful  federal  intrusion  into  an  area  regulated  by  state  law.  We  per- 
ceive of  no  justification  for  federal  abolition  of  state  laws,  such  as  laws  imposing 
interest  rate  ceilings  of  45  percent  or  more,  that  do  nothing  more  than  protect  con- 
sufneis  against  unconscionable  credit  charges.  However,  if  the  committee  decides  to 
pursue  tluB  ill-advised  course,  we  hope  that  you  will  include  the  basic  substantive 
consumer  protections  we  have  outlined  in  our  testimony. 

The  Chaihman.  Mr.  Nishimura. 

GLENN  NISHIMURA.  LEGISLATIVE  REPRESENTATIVE,  CONSUMER 
FEDERATION  OF  AMERICA 

Mr.  NiSHiHURA.  Mr.  Chairman,  members  of  the  committee,  I'm 
Glenn  Nishimura,  legislative  representative  for  the  Consumer  Fed- 
eration of  America. 

The  Consumer  Federation  appreciates  the  opportunity  to  testify 
on  S.  730,  a  bill  to  eliminate  State  usury  ceilings  which,  eis  Gover- 
nor Partee  pointed  out  in  the  firet  panel,  are  designed  to  protect 
the  behest  risk  emd  most  vulnerable  group  of  borrowers. 

S.  730  would  cost  borrowers  billions  of  additional  Hnance  chaises 
and  allow  lenders  to  impose  a  variety  of  extra  fees  that  would 
make  comparison  shopping  for  loans  dimcult  if  not  impossible. 

And  though  a  chief  motivation  behind  S.  730  is  the  desire  to 
expand  credit  availability,  we  believe  that  this  goal  is  not  likely  to 
FMult  from  the  passage  of  this  bill. 

INTEREST  RATES  HISTORICALLY  HIGH 

Hearii^  held  last  month  by  the  Consumer  Subcommittee,  under 
the  able  leadership  of  Senator  Hawkins  of  this  committee,  demon- 
abated  that  real  interest  rates  are  at  historical  highs. 
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Consumers  justifiably  wonder  why.  So  have  the  President  and 
the  Secretary  of  the  Treasury.  Against  this  backdrop,  this  commit- 
tee is  today  considering  a  bill  that  promiBss  to  mean  even  higher 
rates  for  consumers  across  the  country. 

With  over  $340  billion  in  outstanding  consumer  installment  cred- 
its, a  1-percent  rise  in  the  APR  will  translate  into  $3^  million 
from  borrowers  to  lenders. 

Aside  from  being  highly  inflationary,  this  would  jeopardize  any 
rapid  economic  recovery.  But  the  full  impact  of  S.  730  is  much 
more  than  unbridled  interest  rates. 

S.  730  would  render  the  credit  market  undecipherable  to  consum- 
ers. It  would  prohibit  State  regulation  of  almost  every  aspect  of 
consumer  financial  transactions. 

No  matter  how  predatory,  no  matter  how  unfair,  no  matter  how 
widespread  a  lending  practice  may  be,  practically  any  loan  for  any 
rate  of  interest  under  any  terms  would  be  legeil. 

Such  sweeping  change  fails  to  take  into  account  the  fact  that 
States  have  fashioned  their  credit  laws  to  beilance  lender  needs 
with  consumer  protection. 

S.  730  would  nullify  hundreds  of  Eicts  of  State  l^islative  discre- 
tion in  one  fell  swoop. 

In  doing  so,  it  would  legalize  loansharking,  and  put  the  Govern- 
ment stamp  of  approval  on  deceptive  practices. 

Ironically,  the  consumer  credit  market  is  already  moving  beyond 
the  comprehension  of  even  the  more  sophisticated  borrower. 

Dramatic  changes  have  made  comparison  shopping  more  diffi- 
cult, and  when  comparison  shopping  becomes  more  difficult,  com- 
petition suffers. 

S.  730  would  allow  many  chaises  to  go  unreflected  by  the  APR, 
making  comparisons  impossible.  Congress  should  be  moving  to 
create  more,  not  less,  order  in  the  market. 

In  1982,  38  States  made  changes  in  their  finance  laws  that  affect 
consumers.  Already  in  1983,  controversial  bills  have  been  debated 
in  States  such  as  New  York,  Maryland,  Florida,  and  Connecticut. 

The  process  is  working  as  it  should,  and  Federal  intervention  is 
unwarranted.  Consider  the  case  of  Arkansas,  the  State  which  I 
lived  in  for  a  long  time. 

In  1982,  Arkansas  voters  approved  an  increase  in  the  allowable 
consumer  interest  rates  to  17  percent,  amending  their  much  ma- 
ligned and  infamous  10  percent  ceiling. 

The  Arkansas  experience,  though,  is  a  perfect  example  of  con- 
sumers negotiating  with  lenders  in  order  to  maintain  consumer 
protections. 

In  1974  and  again  in  1980,  lenders  not  only  wanted  higher  usury 
ceilings,  they  wanted  more  latitude  in  defining  the  term  'interest, ' 
and  more  lenient  usury  penalties. 

But  Arkansans  said  no.  They  voted  against  having  a  wide  variety 
of  rates.  They  voted  down  confusing  definitions  of  interest.  They  re- 
jected ineffective  penalties  for  unlawful  lending. 

Now,  the  usury  limit  since  the  election  in  1982  in  Arkansas  is  17 
percent  on  consumer  loans.  Interest  is  strictly  deflned  still,  and  the 
penalty  for  usury  is  still  considerable. 

S.  730  would  wipe  out  all  that  Arkansans  have  fought  to  pre- 
serve. Rather  than  pEtssii^  S.  730,  Congress  should  consider  the 
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real  strides  in  fostering  competition  that  would  be  etchieved  by  re- 
quiring strict  definition  of  interest,  as  Arkansas  has  done. 

SnaCT  UNIFORM  DEFINITION  OF  INTEREST 

A  strict  and  uniform  definition  of  interest  would  give  consumers 
more  confldence  in  comparisons  in  the  marketplace  while  shopping 
for  credit. 

Moreover,  Congress  should  consider  imposing  penalties  that 
place  the  burden  of  compliance  on  the  lender,  thereby  making 
usury  law  self-enforcing. 

Lenders  argue  that  consumer  rates  would  be  kept  reasonable  be- 
cause of  vigorous  competition  in  credit  markets.  This  is  a  danger- 
ous assumption.  Some  lending  markets  clearly  are  not  com[>etitive, 
£uid  competition  in  the  credit  market  is  not  like  competition  in  the 
supermarket.  Much  more  is  at  stake,  since  consumers  could  lose 
their  homes  and  their  life  savings. 

The  transaction  is  infinitely  more  complex.  In  particular,  this 
complexity  befuddles  the  low-income  and  unsophisticated  borrower. 
And  they  wilt  be  the  targets  of  the  unscrupulous  lenders  that  S. 
730  will  unleash. 

There's  documented  evidence  showing  inner  city  Chicago  used 
car  buyers  paying  up  to  50  percent  interest  and  D.C.  consumers 
being  chatted  up  to  80  percent  on  second-mortgage  loan  scams. 

Exorbitant  consumer  rates  prey  on  those  who  are  least  able  to 
afford  them.  Reasonable  ceilings  appropriately  protect  the  unso- 
phisticated borrower  from  credit  gouging. 

One  Eu-gument  for  S.  730  is  that  higher  allowed  interest  rates 
would  make  more  credit  available  to  high-risk  individuals. 

But  a  New  York  Banking  Department  study  offers  evidence  to 
the  contrary. 

The  study  reports  on  market  change  since  the  State  raised  its 
usury  ceilings  to  25  percent.  For  commercial  banks,  only  7  percent 
liberalized  loan  standards.  Only  17  percent  raised  their  maximum 
lines  of  credit. 

For  savings  banks,  savings  and  loan  associations,  credit  unions, 
licensed  lenders,  retailers,  and  auto  dealers,  all  treated  separately, 
the  study  makes  clear  that  very  little  change  has  occurred  in  credit 
standards  and  lines  of  credit. 

What  conclusion  do  we  draw  from  this?  Consumers  who  are  eligi- 
ble for  credit  at  25  percent  are  the  same  consumers  who  are  eligi- 
ble for  credit  at  18  percent. 

Higher  interest  rates  have  not  made  credit  available  to  high-risk 
borrowers,  but  they  have  increased  the  earnings  of  lenders. 

As  credit  markets  are  deregulated,  consumers  are  becoming  less 
able  to  make  intelligent  choices.  S.  730  would  exacerbate  the  prob- 
lem. 

Instead  of  pursuing  this  bill.  Congress  should  investigate  ways  to 
provide  consumers  with  more  credit  information  and  protection. 

The  CFA  offers  its  assistance  in  fashioning  such  legislation. 

Thank  you.  Senator. 

The  Chairman.  Thank  you. 

fThe  complete  statement  follows:] 
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Mr.  Chairman  and  members  of  the  committee.  I  am  Glenn  Nishimura,  Legislative 
Representative  for  Consumer  Federal  of  America  (CFA),  a  coalition  of  over  200  na- 
tional, state  and  local  consumer,  senior  citizen,  labor,  farm,  cooperative  and  rural 
oimniMtiona  which  together  represent  more  than  35  million  people. 

CFA  appreciates  the  opportunity  to  testify  on  S.  730,  a  bill  to  eliminate  state 
usury  ceilings  that  are  designed  to  protect  the  highest  risk  and  most  vulnerable 
group  of  borrowers.  We  have  testified  in  past  sessions  of  Congress  before  committees 
of  both  chambers  on  identical  legislation.  CFA  remains  strongly  opposed  to  federal 
preemption  of  state  usury  ceilings  and  the  accompanying  federal  prohibition  of  Male 
efforts  to  protect  its  own  residents. 

S.  730  would  cost  borrowers  billions  in  additional  finance  charges  and  allow  lend' 
era  to  impose  a  variety  of  extra  fees  that  would  make  comparision  shopping  for 
loans  difTicult,  if  not  impossible.  And.  although  a  chief  motivation  behind  S.  730  is  a 
desire  to  expand  credit  availability,  we  believe  that  this  goal  is  not  likely  to  result 
from  the  passage  of  this  bill. 

CONSUMER  INTEREST  RATES  ARE  ALREADY  TOO  HIGH 

Hearings  held  last  month  by  the  Consumer  Subcommittee  of  this  Committee  dem- 
onstrated that  real  interest  rates  are  at  historical  highs.  Over  the  past  jreer  interest 
rates  have  failed  to  track  the  falling  inflation  rate,  producing  real  rates  2  to  3  times 
their  traditional  levels.  Consumers  Justifiably  wonder  why.  So  have  the  President 
and  the  Secretary  of  the  Treasury. 

Against  this  backdrop,  this  Committee  is  today  considering  a  bill  that  promises  tc 
mean  even  higher  interest  rates  for  consumers  across  the  countiy.  New  Jeniey  pre- 
sents a  case  in  point.  New  Jersey  usury  ceilings  were  lifted  in  1961  allowing  finance 
companies  to  charge  up  to  30  percent  for  loans.  The  state  average  for  these  types  of 
loans  had  been  at  the  national  average  of  about  21  percent.  As  soon  as  the  new  law 
became  effective,  these  rales  shot  up  6-7  percent  and  have  stayed  at  that  high  level. 
There  is  no  doubt  that,  when  the  lid  is  taken  off.  interest  rates  will  shoot  upward. 
With  over  $340  billion  in  outstanding  consumer  installment  credit,  every  one  per^ 
cent  rise  in  the  average  APR  will  transfer  nearly  iS^  billion  from  borrowers  to 
lenders.  Aside  from  being  highly  inflationary,  such  increases  would  seriously 
jeopardize  any  hopes  for  rapid  economic  recovery.  But,  the  full  impact  of  S,  730  u 
much  more  than  unbridled  interest  rate  increases. 

B,  T30  WOULD  RENDER  THE  CREOrT  MARKET  UNDECIPHERABLE  TO  CONSUHKRS 

S.  730  would  prohibit  state  regulation  of  almost  every  aspect  of  consumer  finan- 
cial transactions.  No  matter  how  predatory,  no  matter  how  unfair,  and  no  matter 
how  widespread  a  lending  practice  may  be.  any  loan  for  any  rate  of  interest  under 
any  terms  would  be  l^al.  Such  sweeping  change  fails  to  take  into  account  the  fact 
that  states  have  fashioned  their  credit  laws  to  balance  lender  needs  with  consumer 
protections.  State  action  in  this  area  is  a  result  of  identified  abuaes  in  the  credit 
market,  S.  730  would  deny  that  those  abuses  are  serious,  that  consumers  need  some 
protections  and  that  it  is  the  proper  rote  of  the  states  to  provide  those  protections. 

There  are  numerous  restraints  on  fees  and  charges  arising  out  of  consumer  credit 
transactions  that  will  be  wiped  out  by  S.  730.  For  example,  some  states  prohibit  pre- 
payment penalty  charges  and  require  rebate  of  unearned  finance  charges.  Other 
state  laws  govern  closing  costs,  insurance  charges,  down  payments,  buloon  pay- 
ments, deferral  charges  and  more.  In  each  instance  of  state  law,  local  lawmalien 
have  recognized  credit  abuse  or  potential  credit  abuse  and  have  acted  to  prohibit  or 
control  such  activities,  S,  730  would  nulli^F  hundreds  of  acts  of  state  legialstive  dis- 
cretion in  one  fell  swoop.  In  doing  so,  S,  730  would  place  consumers  in  jec^Mrdy  of 
being  victimized  by  unscrupulous  lenders.  It  would  legalize  loan  sharking  and  put 
the  government  stamp  of  approval  on  deceptive  practices. 

Ironically,  the  consumer  credit  market  is  already  moving  beyond  the  comprehm- 


sion  of  even  the  more  sophisticated  borrower.  Variable  rate  mortgagea,  equity  loans, 
and  debit  cards  are  only  a  few  of  the  indications  of  a  rapidly  changing  credit  envi- 
ronment. These  and  other  changes  have  made  comparison  snopping  more  difficult 
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And.  when  comparison  shopping  becomes  more  difficult,  competition  suffers.  S.  730 
would  cause  a  quantum  leap  in  the  problem.  By  preempting  state  ability  to  ragulate 
credit  transactions.  S.  730  would  allow  a  varieW  of  extra  fees  and  chaiices  that  wilt 
not  be  reflected  by  the  APR.  Consumers  will  find  comparison  shopping  impowible. 
Congress  should  be  moving  toward  creating  more,  not  less,  order  in  tM  market 
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9TATB8  HAVE  BEEN  ACTIVB 

In  1982,  the  Consumer  Finance  Newsletter  reported  that  38  states  had  made 
changes  in  their  finance  laws  that  aFTect  consumers.  This  extraordinarily  high 
figure  demonstrates  that  states  are  constantly  reviewing  their  usury  laws  and 
making  appropriate  adjustments.  Appendix  A  shows  how  allowable  interest  rates 
have  increased.  CMlen  state  approval  of  higher  interest  ceilings  or  increased  fees  are 
coupled  with  additional  consumer  protections.  S.  730  would  discourage  the  meaning- 
ful public  discussion  that  accompanies  consideration  of  such  state  legislation. 

Already  in  19S3,  controversial  bills  have  been  debated  in  states  such  as  New 
York.  Maryland.  Florida,  and  Connecticut.  The  process  is  working  as  it  should,  and 
federal  intervention  is  unwarranted. 

In  Maryland,  consumer  tending  laws  have  been  the  central  issue  in  recent  legisla- 
tive sessions.  The  usury  ceiling  was  tifWl  to  24%  in  1982,  This  year,  the  l^islature 
has  considered  allowing  lenders  to  impose  fees  and  charges  that  have  traditionally 
been  prohibited.  During  the  course  of  the  debate  in  the  Maryland  House,  at  least  ^ 
consumer  amendments  were  offered.  Most  were  rejected.  The  bill  appears  to  be 
headed  for  enactment.  CFA  believes  that  Maryland  consumers  will  be  worse  off  be- 
cause of  this  bill.  However,  the  issue  was  fully  aired  in  the  l^istature  and  the  press- 
Consumer  oriented  legislators  had  the  opportunity  to  attempt  to  balance  the  propos- 
al. Maryland  voters  will  have  a  chance  to  express  their  disapproval  at  the  next  elec- 
tion. S.  730  would  nullify  the  discussion,  the  legislative  process,  and  accountability 

On  the  other  end  of  the  spectrum,  consider  the  case  of  Arkansas.  In  1982.  Arkan- 
sas voters  approved  an  increase  in  allowable  consumer  interest  rates  to  17  percent, 
amending  their  much  maligned  and  infamous  10  percent  usury  ceiling.  Many  be- 
lieve only  that  Arkansans  had  fmally  come  to  their  senses,  but,  in  fact,  the  Arkan- 
sas experience  is  a  perfect  example  of  consumers  negotiating  with  tenders  in  order 
to  maintain  consumer  protections.  Those  consumer  protections,  both  before  the  1982 
vote  and  still  today,  are  probably  the  strongest  in  the  country. 

When  lenders  tried  in  1974  and  again  in  1980,  to  change  the  usury  laws,  they 
wanted  not  only  higher  ceilings  but  also  more  latitude  in  defining  interest  and  more 
leniency  in  penalties  for  illegal  lending.  But  Arkansans  said,  "No."  They  voted 
against  having  a  wide  variety  of  rates.  They  vot«d  down  confusing  and  incomplete 
defuiitions  of  interest.  They  rejected  meaningless  and  ineffective  penalties  for  un- 
lawful lending. 

Now.  the  usury  limit  In  Arkansas  is  17  percent  on  consumer  loans,  practically 
anjithing  that  is  not  principal  is  considered  interest,  and  the  penalty  for  usurious 
lending  is  loss  of  interest  and  principal.  S.  730  would  wipe  out  all  that  Arkansans 
fought  to  preserve. 

If  Congress  is  open  to  preempting  state  regulation  of  consumer  credit  transac- 
tions, it  should  reject  the  concept  embodied  in  S.  730  and  consider  the  real  strides  in 
fostering  competition  that  would  be  achieved  by  requiring  strict  definition  of  inter- 
est as  Arkansas  has  done.  A  strict  and  uniform  definition  of  interest  would  give  con- 
sumers more  confidence  in  comparison  shopping  for  credit.  Moreover,  Congress 
should  consider  imposing  penalties  that  place  the  burden  of  compliance  on  the 
lender,  thereby  making  usury  laws  self  enforcing. 


Lenders  argue  that  consumer  rates  would  be  kept  reasonable  because  of  vigorous 
competition  in  credit  markets.  This  is  a  dangerous  assumption.  While  some  lending 
markets  may  be  somewhat  competitive,  others  clearly  are  not  competitive.  A  survey 
tq'  the  New  York  Banking  Department  showed  that  most  licensed  lenders  in  the 
state  were  chai^ng  the  legal  maximum  for  car  loans  and  personal  loans,  both  se- 
cured and  unsecured.  On  these  loans,  competition  between  these  lenders  is  virtually 
nonexistent 

From  a  consumer  perspective,  competition  in  the  credit  market  is  not  like  compe- 
tition in  the  supermarket.  In  both  cases  an  informed  consumer  is  the  key  to  a  com- 
petitive market.  But  when  pricing  goods,  the  cost  to  the  consumer  is  usually  clearly 
marked  on  the  item  and  readily  comparable.  In  bujing  credit,  much  more  is  at 
stake  since  consumers  could  lose  their  homes  and  life  savings.  Moreover,  the  trans- 
octicHi  ia  infmitely  more  complicated. 

Thii  complexity  in  particular  befuddles  the  low  income  and  unsophisticated  bor- 
rower. And  they  will  be  the  target  of  the  unscrupulous  lenders  that  S.  730  will  un- 
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Documented  evidence  of  st 
cent  interest  and  D,C.  consu 
pwe  loans  scams  bears  this  o'__. 

Exorbitant  consumer  rates  prey  on  those  who  are  least  able  to  afford  them.  Rea- 
sonable usury  ceilings  appropriate  protect  the  relatively  unsophisticated  borrower 
from  credit  gouging. 

In   testimony  befor  

Odom.  Senior  Deputy  Comptroller  of  the  Currency  said: 

We  must  be  mindful  of  the  legitimate  concern  for  the  small,  financially  weak  bor- 
rower who  may  fall  prey  to  disreputable  lending  practices.  In  thoae  parts  of  the 
country  where  credit  markets  are  yet  reasonably  competitive,  there  is  a  preadng 
need  for  minimum  safeguards  to  protect  the  rights  of  the  most  vulnerable. 

Mr.  Odom'a  analysis  is  supported  by  the  Federal  Reserve  Board's  1977  Consumer 
Credit  Survey  The  survey  revealed  aspects  of  loan  demand  which  worked  to  lessen 
competition,  noting  that  only  30  percent  of  potential  borrowere  shop  for  loans  and 
that  most  choose  lenders  based  primarily  on  proximity  and  familiarity.  Finally,  the 
largest  study  of  this  market,  undertaken  by  the  National  Commission  on  Consumer 
Finance,  recognized  structural  features  of  the  consumer  lending  industry  which 
weakened  competition.  NCCF  therefore  found  it  necessary  to  couple  its  rate  ceiling 
recommendations  with  extensive  consumer  protection  proposals. 

In  stark  contract,  S.  730  contains  no  consumer  safeguards.  In  fact,  it  would  act  to 
prohibit  such  safeguards.  The  l^islation  would  allow  total  interest  rate  preemption 
even  in  those  states  which  traditionally  have  chosen  to  protect  borrowers  through 
low  rates  instead  of  through  consumer  protection  statutes. 

BANKRUP1CIE8  HIGHER  IN  HIGH  INTEREST  RATE  STATES 

In  addition  to  higher  finance  charges,  borrowers  are  likely  to  pay  for  S.  730  in 
another  way:  increased  bankruptcies.  Available  data  show  that,  as  averaipe  interest 
rates  rise,  personal  bankruptcy  rates  follow.  An  analysis  conducted  by  CFA  using 
1979  data  revealed  a  significant  difference  in  rates  of  bankruptcies  between  states 
with  high  rates  and  those  with  tow  rates.  With  the  allowable  rates  charged  on  a 
(2.500,  12-month  loan  as  a  yardstick,  the  CFA  showed  that  states  above  the  average 
on  these  types  of  loans  experienced  a  bankruptcy  rate  19.3  percent  greater  than 
states  with  consumer  interest  rates  below  that  average. 

An  update  of  that  analysis  using  1982  figures  reconfirms  fmdings.  The  states 
above  the  24  percent  median  in  Appendix  A  registered  a  rate  of  bankruptcy  21  per- 
cent higher  than  the  states  below  the  median. 


Bankruptcies/ 100.000 


High  interest  rate  states... 
Low  interest  rate  states 


NO  EVIDENCE  THAT  CREDrT  WOULD  BE  MORE  AVAILABLE 

One  argument  for  S,  730  is  that  higher  allowable  interest  rates  would  make  mon 
credit  available  to  higher  risk  individuals.  However,  a  study  included  in  the  repcwt 
of  the  National  Commission  on  Consumer  Finance  acknowledged  a  lack  of  cleaT^<nit 
evidence  that  rate  ceilinp  are  significantly  related  to  credit  availability.'  TTtia  find- 
ii^  is  confirmed  by  evidence  from  a  1981  study  at  the  Credit  Research  Center  of 
Purdue  University.  The  Punlue  study,  by  Richard  L.  Peterson  and  Gregory  A.  Falls, 
examined  the  empirical  evidence  regarding  the  impact  of  Arkansas'  ten  percent  rate 
ceiling.'  Its  conclusions  bear  importantly  on  S.  730.  Consumers  in  Arkansaa  actually 
held  as  much  consumer  debt  in  1979  as  consumers  in  Louisiana  (81.08  percent  APR 
ceiling),  Illinois  (16.73  percent  APR  ceiling)  and  Wisconsin  (16.82  percent)  APR  ceil- 

Wisconsin  and  Illinois,  'Hie  study  concludes  that;  Overall,  the  data  ...  do  not  sup- 
port the  hypothesis  that  credit  is  leas  readily  available  in  Arkansas  than  in  other 


'  Robert  P.  Shay,  The  Impact  of  SUilt  Legal  Rate  Ctilingi  Upon  the  AvailabiUty  and  Pria  ef 
Contumtr  Iiuiallmtnt  CrtdiU  National  CammiMtan  on  Conwimer  Finance,  Volume  IV,  I9T1. 

*  "Impact  of  a  Ten  Percent  Usunr  Ceiling:  Empirical  Evidence,"  Worlnng  Paper  NmnbeT  M, 
Oedit  Rasaarch  Crater,  Purdue  University.  1981. 
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a  New  York  state  since  November  1%0.  when 


the  (tale  raised  ita  unuv  cmluig  to  Z5  percent. 

White  CFA  has  prcUems  with  the  methodolon  and  objectivity  of  the  atudiea, 
BMDe  fiiidirwB  are  ■urprisioaly  enlichtcnins.  The  data  on  increased  consumer  lend- 


nina.  1 

e  New  York  bill  that  allowed  new  lending 
s  financial  institutions.  Yet.  the  admissions  of  the  study  in  regard 
to  liberaltied  staitdards  and  la^er  credit  lines  bear  recounting. 

Pot  commercial  banks  the  Mudiea  reveal  that  only  7  percent  of  the  respondents 
]iberali»d  oonsumer  knn  standards  and  17  percent  raised  their  maximum  lines  of 
credit  For  the  other  cat^orics  of  lender  surveyed— savings  banks,  savings  and  loan 
anociations.  credit  unions,  licensed  lenders,  retailera,  and  auto  dealen — the  study 
makes  dear  that  very  little  change  in  credit  standards  and  lines  of  credit  has  oc- 

Consequently,  consumers  who  are  eligible  for  credit  at  25  percent  are  the  same 
consumers  who  were  eligible  for  credit  at  18  percent.  Higher  interest  rates  have  not 
made  credit  available  to  high  risk  borrowers,  they  have  only  increased  earnings  of 

CONCLUSION 

S.  730  is  B  costly  and  deceptive  piece  of  legislation.  It  would  not  only  lift  all  inter- 
est ceilings,  but,  tqr  prohibiting  state  action  on  almost  all  aapecta  of  the  credit  trans- 
action, it  would  create  a  credit  market  that  will  be  beyond  the  comprehension  of 
virtually  all  borrawera.  While  making  credit  shopping  almost  impossible,  S.  730  is 
unlikely  to  expend  the  supply  of  credit  in  any  signifiant  way. 

As  credit  markets  are  oeregulated,  consumers  are  becoming  less  able  to  make  in- 
telligent choices.  S.  7M  would  exacerbate  ttie  problem.  Instead  of  pursuing  this  bill, 
CmgreoB  should  inveetigBte  ways  to  provide  consumers  with  more  credit  informa- 
tion and  protection.  CFA  offers  its  assistance  in  fashioning  such  legislation. 

APPENDIX  /^-COMPARISON  OF  CONSUMER  LOAN  ANNUAL  PERCENTAGE  RATES 

[BaM  M  V.M  IMH  ID  M  npid  ■  Ni*«  MM  mMHi  ■MhMI 
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APPENDIX  A.-COMMRISON  OF  CONSUMER  LOAN  ANNUAL  PERCENTAGE  RATES— Continued 
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The  Chairman.  Mr. 

mlM  SUIG.  1979  jKd  ]W  aUae 

Schechter? 

HENRY  B.  SCHECHTER,  DIRECTOR,  OFFICE  OF  HOUSING  AND 
MONETARY  POLICY.  AFL-CIO 

Mr.  Schechter.  Mr.  Chairman  and  members  of  the  committee,  I 
appreciate  the  opportunity  to  present  the  views  of  the  AFL-CIO  on 
S.  730. 

The  AFL-CIO  is  opposed  to  S.  730  because  it  would  eliminate 
that  degree  of  protection  against  exorbitant  rates  which  consumers 
derive  from  their  State  laws,  and  would  lead  to  weaker  State  pro> 
tection  against  abusive  practices. 

Furthermore,  in  a  less  competitive  sphere  th£in  other  types  of 
borrowers,  consumers  bear  the  brunt  of  upward  interest  rate  vola> 
tility. 

That  will  be  a  more  frequent  problem  in  the  WEike  of  recent  fi- 
nancial deregulation  and  household  investor  behavior. 

A  tool  is  needed  to  deal  with  that  problem  for  the  sake  of  the 
consumer  and  the  economy,  rather  than  more  deregulation. 

The  experience  during  the  3  years  since  the  1980  Federal  interest 
rate  preemption  in  the  business  loan  and  mortgage  loan  sectors  has 
shown  that  interest  rate  ceilings  are  a  scapegoat. 
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PROBLEMS  IN  BUSINESS  AND  HOUSING  HIGH  INTEREST  RATES 

The  real  cause  of  problems  in  the  business  and  housing  sectors 
WEis  not  interest  rate  ceilings,  but  the  high  level  of  interrat  rates. 

That  is  confirmed  by  the  continued  high  levels  of  business  fail- 
ures, home  mortgage  foreclosures,  financial  institution  failures, 
and  related  unemployment. 

As  other  interest  rates  declined  from  h^h  levels  after  mid-1982, 
including  the  rates  paid  for  money  by  lenders,  the  decline  in  con- 
sumer credit  rates  was  much  slower  and  much  less,  to  the  disad- 
vantage of  consumer  borrowers. 

As  stated  by  Assistant  Treasury  Secretary  Johnson  at  a  hearing 
of  the  Consumer  Affairs  Subcommittee  that  was  chaired  by  Sena- 
tor Hawkins  on  March  17,  1983,  "Consumer  interest  rates  are  gen- 
erally considered  to  be  administered  rates." 

At  that  hearing,  the  distinguished  ranking  minority  member  of 
this  committee  told  the  Government  witnesses  that  they  had  not 
provided  him  with  a  satisfactory  explanation  of  why  consumer  loan 
interest  rates  had  declined  far  less  than  other  interest  rates. 

The  answer  probably  lies  partly  in  the  restricted  market  in 
which  the  consumer  borrower  shops  for  credit — generally  in  his  im- 
mediate neighborhood  or  town,  and  perhaps  only  at  his  institution 
of  deposit. 

Furthermore,  large  banks  such  as  Citicorp,  with  220  branches  in 
New  York  City,  are  a  large  local  market  influents. 

Lenders,  therefore,  don't  have  to  respond  quickly  on  consumer 
rates  when  market  forces  are  reducing  interest  rates  and  can  re- 
spond quickly  when  they  are  rising. 

State  usury  ceilings  smd  related  protective  rules  against  exces- 
sive charges  and  certain  collection  practices  have  been  relaxed  fre- 
quently by  State  I^islatures  under  pressures  from  lenders. 

Nevertheless,  the  need  for  such  chemges  to  go  through  the  legis- 
lative process  often  causes  the  changes  to  be  less  disadvantageous 
to  consumers  than  originally  proposed,  and  as  they  would  be  in  the 
absence  of  a  State's  capability  to  establish  ceilings. 

There  have  been  difficulties  with  State  usury  laws  because  of  the 
differences  between  States,  tending  to  cause  outflows  of  funds  from 
one  State  to  a  neighboring  State,  with  high  usury  rate  ceilings. 

That  problem  could  be  overcome  in  large  measure  by  the  estab- 
lishment of  reasonable  Federal  usury  ceilings,  within  which  there 
might  be  State  variations. 

"Diat  has  been  done  up  to  now  in  connection  with  business  and 
agricultural  loans.  And  since  the  Congress  has  taken  the  responsi- 
bility for  doing  away  with  any  controls  or  wishes  to  take  the  re- 
sponsibility of  doing  away  with  any  controls  at  the  State  level,  I 
would  suggest  it  should  take  the  responsibility  for  establishing  rea- 
sonable ceilings  at  a  Federal  level. 

Tlien  we  would  not  have  the  problem  of  differences  in  State  ceil- 
ings, and  the  outflow  of  funds  from  one  State  to  another. 

LEAST  QUAUFIED  BORROWER  BECOMES  LESS  QUAUHED 

Also,  the  proponents  of  S.  730  have  raised  the  issue  of  the  least 
qualified  borrower  among  consumers,  who  presumably  would  be 
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helped  by  higher  rates  because  more  credit  would  then  be  availa- 
ble. 

But  the  least  qualified  borrower  becomes  even  less  qualified 
when  interest  rates  are  raised,  because  his  capability  of  meeting 
the  repayment  of  the  same  eunount  of  debt  is  then  even  less. 

So,  I  can't  see  how  it  could  possibly  help  the  least  qualified 
buyer.  A  sustained  economic  recovery  requiring  high  levels  of  hous- 
ing starts,  auto  sales,  and  total  retail  sales,  would  require  further 
reductions  of  interest  rates. 

That  appears  to  be  unlikely,  however,  given  the  circumstances  of 
(1),  the  tremendous  inflow  of  funds  to  money  market  and  super 
NOW  accounts  at  depository  institutions,  foreshadowing  continued 
strong  competition  for  funds  among  investment  intermediaries  and 
the  high  cost  of  funds  to  them;  and  (2),  the  continued  reliance  upon 
the  Federal  Reserve's  limited  monetary  policy  tool. 

What  we  have  seen  in  recent  months  is  not  something  which  was 
recently  brand  new.  Ever  since  the  1959  so-called  magic  5s,  when 
TVeasury  issued  5  percent  notes  and  people  drew  money  out  of  sav- 
ings accounts  to  buy  them. 

INCREASING  INVESTMENT  IN  SECURITIES  BY  HOUSEHOLDS 

We  have  had  a  development  of  increasing  investment  in  securi- 
ties by  households,  and  over  those  25  years  or  so,  as  households  had 
higher  incomes,  grew  more  affluent,  especially  the  upper  income 
groups,  and  more  economically  literate,  every  time  we  got  a  high- 
interest  rate  period,  we  have  a  tremendous  increase  in  direct  in- 
vestments by  households. 

Now,  the  money  market  funds  came  along  and  facilitated  that. 
And  now  we  have  the  money  market  accounts  further  facilitating 
it. 

So,  at  the  moment,  we  have  half-a-trillion  dollars  in  those  ac- 
counts in  depository  institutions  and  money  market  funds. 

Those  are  what  we  used  to  call  hot  money.  And  they  will  pursue 
the  higher  yields  even  more  avidly  than  before.  Which  will  mean 
much  more  volatility,  especially  on  the  upward  side,  when  we  hit  a 
period  of  rising  interest  rates. 

It  will  not  be  possible  when  the  economy  heats  up  to  really  get  a 
sustained  recovery,  because  we  will  have  more  and  more  competi- 
tion among  the  intermediaries  to  get  that  money,  and  the  money 
will  flow  quickly  from  one  channel  to  another. 

So,  that  it  becomes  more  of  a  problem  to  try  to  control  and  have 
a  more  stable  economy  than  we  ever  had  before.  Household  inves- 
tors, with  their  sensitivity  to  high  yields  and  capability  to  shift 
funds,  will  force  the  intermediary  depository  institutions  to  com- 
pete more  fiercely  through  high-interest  payments  on  the  savings. 

The  higher  tosia  of  money  than  in  prior  decades  will  increasingly 
cause  the  institutional  lenders  to  seek  higher  returns. 

To  the  extent  that  economic  recovery  develops,  it  is  bound  to  in- 
crease credit  demands,  which  will  increase  interest  rates  and  the 
growth  rate  of  the  money  supply. 

Fears  of  too  rapid  expansion  of  the  economy  and  rekindled  infla- 
tion would  then  cause  the  Fed  to  be  increasingly  restrictive  in  its 
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monetary  policy,  reinforcing  the  market  forces  that  produce  h^her 
interest  rates. 

We  will  then  go  through  the  same  sort  of  cyclical  experience  that 
we've  had  in  the  last  few  years.  In  order  to  have  a  tool  that  can  be 
used  in  our  economy  of  the  19808  to  achieve  steadier  growth  with- 
out great  volatility  of  interest  rates  and  related  prolonged  periods 
of  hi^h  unemployment,  authority  for  credit  controls  should  be  re- 
stored. 

[The  complete  statement  follows:] 


,     o  present  the  views  of  the  AFL-CIO  on  S.  730.  The 

bill  would  preempt  all  state  consumer  credit  usury  laws  and  eliminate  the  present 
federal  interest  rate  limitation  on  business  and  agricultural  loans.  The  AFL-CIO  is 
opposed  to  S.  730  because  it  would  eliminate  that  degree  of  protection  against  exor- 
bitant rates  which  consumers  derive  under  state  laws  and  would  lead  to  weaker 
state  protection  against  abusive  practices.  Furthermore,  while  in  a  less  competitive 
sphere  than  other  types  of  credit  extension,  consumers  bear  the  brunt  of  upward 
interest  rate  volatility,  as  does  the  entire  economy,  and  that  will  be  a  more  frequent 
problem  in  the  wake  of  recent  financial  deregulation  and  household  investor  behav- 
ior. A  tool  is  needed  to  deal  with  that  problem  for  the  sake  of  the  consumer  and  the 
economy,  rather  than  more  der^ulation. 

Experience  during  the  three  years  since  the  1980  federal  interest  rate  preemption 
in  the  business  loan  and  mortgage  loan  sectors  has  shown  that  interest  rate  ceilings 
are  a  scapegoat.  The  real  cause  of  problems  in  the  business  and  housing  sectors  was 
not  interest  rate  ceilings  but  the  high  level  of  interest  rates.  That  is  confirmed  by 
the  continued  high  levels  of  business  failures,  home  mortgage  foreclosures,  financial 
institution  failures,  and  unemployment. 

As  other  interest  rates  declined  from  high  levels  after  mid-1982,  including  the 
rates  paid  for  money  by  lenders,  the  decline  in  consumer  credit  rates  was  much 
slower  and  much  less,  to  the  disadvantage  of  consumer  borrowers.  As  stated  by  As- 
sistant Treasury  Secretary  Manual  Johnson,  at  a  hearing  of  the  Consumer  Affairs 
Subcommittee  of  this  Committee  on  March  IT,  1983:  "Consumer  loan  rates  are  gen- 
erally considered  to  be  administered  rates." 

At  that  hearing,  the  distinguished  ranking  minority  member  of  this  Committee 
told  the  Government  witnesses  that  they  had  not  provided  him  with  a  satisfactory 
answer  why  consumer  loan  interest  rates  had  declined  far  less  than  other  interest 
rates. 

The  answer  probably  lies  in  part  in  the  restricted  market  in  which  the  consumer 
borrower  shops  for  credit,  generally  in  his  immediate  neighborhood  or  town,  and 
perhaps  only  at  his  institution  of  deposit.  Furthermore,  large  banks,  such  as  Citi- 
corp with  220  branches  in  New  York  City,  are  a  large  local  market  influence.  Lend- 
ers, therefore,  don't  have  to  respond  quickly  on  consumer  rates  when  market  forces 
are  reducing  interest  rates  and  can  respond  quickly  when  they  are  rising. 

State  usury  ceilings  and  related  protective  rules  against  excessive  charges  and 
certain  collection  practices  have  been  relaxed  frequently  by  state  legislatures  under 
pressure  from  lenders.  Nevertheless,  the  need  for  such  changes  to  go  through  the 
legislative  process  oflen  causes  the  changes  to  be  less  disadvantageous  to  consumers 
than  originally  proposed  and  as  they  would  be  in  the  absence  of  the  states'  capabili- 
ty to  establish  ceilings.  There  have  been  difficulties  with  state  usury  laws  because  of 
the  differences  between  states,  tending  to  cause  outflows  of  funds  from  one  state  to 
a  neighboring  state  with  higher  usury  rate  ceilings.  That  problem  could  be  over- 
come in  large  measure  by  the  establishment  of  reasonable  federal  usury  ceilings, 
within  which  there  might  be  state  variations. 

A  sustained  economic  recovery — requiring  high  levels  of  housing  starts,  auto 
sales,  and  total  retail  sales — will  require  further  reductions  of  interest  rates.  That 
appeani  to  be  unlikely,  however,  given  the  following  circumstances:  (1)  The  tremen- 
dous inflow  of  funds  to  money  market  and  super  NOW  accounts  at  depository  insti- 
tutions, as  well  as  the  remaining  large  total  of  such  fluid  short  term  money  in 
money  market  funds,  foreshadowing  continued  strong  competition  for  funds  among 
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invMtment  intomwdiariea  and  a  h^  coat  of  funds  to  them;  and,  (2)  the  coDthmad 
reliance  upon  the  Federal  Reserve  limited  monetai^  policy  tool. 

Household  investora.  with  their  sensitivity  to  hiffi  yields  and  capability  to  shift 
funds  from  one  channel  of  investment  to  another,  will  force  the  intermedial;  ds- 
poaitory  institutions  to  compete  even  more  fiercely,  through  higher  intereat  pay- 
ments to  the  household  inveatoreaven.  The  higher  coals  of  money  than  in  prior  dec- 
ades will  increasingly  cause  the  institutional  lenders  to  seek  higher  returns. 

To  the  extent  that  economic  recovei^  develops,  it  is  bound  to  increase  credit  d»' 
mands,  which  will  bring  increases  in  interest  rates  and  in  the  growth  ral«  of  the 
money  supply.  Fears  of  e  too  rapid  expansbn  of  the  economy  and  rekindled  infla- 
tion would  then  cause  the  "Fed'  to  become  increasingly  reetrictive  in  its  monetary 
policy,  reinforcing  the  market  forces  that  produce  higher  interest  rates. 

In  order  to  have  a  tool  that  can  be  used  in  our  economy  ol  the  1980b,  to  achieve 
steadier  growth  without  great  volatility  of  interest  rates  and  related  prolonged  peri- 
ods of  high  unemployment,  authority  for  credit  controls  should  be  restored. 

The  bill  S.  730  would  preempt  all  state  usury  laws  in  connection  with  extensions 
of  consumer  credit  mane  by  a  creditor.  There  would  also  be  elimination  of  the 
present  federal  rate  limitation  on  business  and  agricultural  loans — of  6  percent  over 
the  Federal  Reeerve  discount  rate,  including  any  surcharges  then  in  effect  That 
ceiling  was  enacted  as  part  of  federal  preemption  of  state  usury  ceilings  on  busines 
and  agricultural  loans  in  the  Depository  Institutions  Deregulation  Act  which  alio 
mpted  state  usury  ceilings  on  reaidential  mortgage  locms,  effective  March  31, 


preemi 
1980. 


Experience  during  the  three  years  since  the  1980  federal  interest  rate  premptioa 
in  the  business  loan  and  mortgage  loan  sectors  has  shown  that  interest  rate  ceilingB 
are  a  scapegoat.  The  real  cause  of  problems  in  the  business  and  housing  sectors  waa 
not  intereat  rate  ceilings  but  the  hi^h  level  of  interest  rates.  In  1979,  the  pi«-]M«- 
emption  period,  there  were  7,564  businees  failures,  according  to  Dun  and  Biwlstreet. 
In  the  next  three  years— the  poet  preemption  period— the  number  of  buaineas  fail- 
ures climbed  to  11,742;  16,794;  and  25,346.  In  1982,  the  number  of  business  failuraa 
was  over  three  times  as  many  as  in  1979.  Through  March  26th  of  this  year,  the 
number  of  business  failures  is  36  percent  above  the  comparable  period  of  1982.  Re- 
quired contractual  high  debt  service  payments  continue  to  take  their  toll. 

Adverse  effects  of  high  mortgage  interest  rates  were  reflected  in  the  level  of  houa- 
ing  starts,  which  had  been  at  levels  of  2  million  and  1.7  million  in  1979  and  1980, 
respectively.  In  the  three  following  years,  in  which  Federal  preemption  of  state 
mortgage  usury  ceilings  were  effective,  annual  housing  starts  were  at  levels  of  1,3 
million  in  1980  and  1.1  million  in  1981  and  1982.  Thus  far,  this  year  there  has  been 
an  upturn  in  housing  starts  after  mortgage  interest  rates  declined  significantly,  but 
a  hign  level  of  foreclosures  of  homes  financed  in  prior  years  continues,  IIm  intsreat 
rate  sensitive  auto  industry  also  suffered.  Total  new  domestic  car  sales,  indudipg 
thoee  of  foreign  as  well  as  U.S.  make,  had  been  9.2  million  in  1978  and  8.2  million  in 
1979  but  fell  in  the  next  three  years  to  6  6.  5.2  and  5.7  million. 

The  eiperience  of  the  housing,  auto,  and  business  sectors  following  the  removal  of 
state  interest  rate  ceilings  illustrates  that  high  interest  rates,  rather  than  ceilinga, 
exert  a  significantly  adverse  economic  impact.  The  removal  of  interest  rale  ceilinn, 
at  a  time  of  large  demanda  for  funds  for  mergers  and  foreign  loans,  facilitated  the 
ratcheting  up  of  interest  rates  to  deetructivelv  high  levels.  Phased  deraguletion  of 
limits  on  interest  rates  payable  on  household  oepoeiu  brought  competitive  increaaaa 
in  the  ratee  that  lenders  had  to  pay  for  money.  There  were  great  prewurea  fbr 
higher  consumer  intereat  rates,  and  man^  states  changed  their  consumer  intereat 
rate  ceilings  in  recent  years,  including  23  m  1982. 

Hie  spread  of  consumer  interest  rates  over  other  loan  rates  has  been  increaaing. 
Over  the  year  ending  with  April  1982,  rates  r«pr«eenting  the  cost  of  (Undi  to 
banks — tiie  federal  funds  rale  increased  by  about  I  percentage  point  and  the  rate  of 
6-month  CDe  declined  by  about  four-tenths  of  1  percentage  point.  How«i*er,  ntm 
chained  by  large  banks  on  unsecured  personal  loans  raae  oy  between  1  and  5  per- 
centage points. 

From  April  1982  to  April  1983,  the  federal  funds  rate  declined  by  7  percentac* 
points,  and  the  rate  on  6-month  COa  by  4M  percentage  points.  The  prime  loan  r«le 
was  reduced  6  percentage  points.  However,  a  Federal  Reserve  survey  of  rmonce 
rates  on  consumer  inatallment  loons  at  over  200  commercial  banks  showed  that  the 
decline  in  ratea  has  been  modeat.  The  rate  on  24-month  peraonat  loons  at  bonks  hJM 
declined  slowly  from  19.2  percent  in  November  1981  to  17,6  percent  in  Februarr 
1983,  or  t^  1.6  percentage  points.  Ratea  on  commercial  bonk  ciedit  card  pUna  actu- 
ally increased.  The  average  credit  card  plan  rates  rose  by  .85  of  1  percentaM  point 
fnm  ia04  percent  in  November  1981  to  elmoet  19  percent  in  February  1988.  The 
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interest  rate  spread  widened  advenely  for  consumers,  who  have  less  bargaining 
power  than  big  business  borrowers. 

It  is  apparent  from  the  data  that  consumer  interest  rates  do  not  respond  to  com- 
petitive market  forces — on  the  downside— as  do  interest  rates  on  other  loans.  As 
stated  by  Assistant  Treasury  Secretary  Manual  Johnson,  at  a  hearing  of  the  Con- 
sumer Affairs  Subcommittee  of  this  Committee  on  March  IT,  19K): 

"Consumer  loan  rates  are  generally  considered  to  be  administered  rates.  That  is, 
they  are  pasted  by  lenders  rather  than  set  by  the  market  interaction  of  supply  and 
demand  conditions,  such  as  those  on  Treasury  securities,  corporate  bonds,  and  the 
like.  Still,  even  posted  consumer  rates  must  fundamentally  reflect  competitive 
forces,  especiallv  among  lending  institutions,  lit  might  be  noted  that  there  is  sub- 


stantial regional  variation  in  rates,  reflecting  local  demand  conditi 

At  that  hearing,  the  distinguished  ranking  minority  member  of  this  Committee 
told  the  Government  witnesses  that  they  had  not  provided  him  with  a  satisfactory 
answer  why  consumer  loan  interest  rates  had  declined  far  less  than  other  interest 
rates;  in  answer  to  a  question  whether  there  wasn't  a  lot  of  price  leadership  in- 
volved, Assistant  Secretary  Johnson  answered  that  an  argument  can  be  made,  but 
be  and  other  government  witnesses  claimed  that  there  was  a  lag  and  consumer 
rates  would  come  down. 

It  is  not  only  a  matter  of  price  leadership,  but  the  different  character  of  the  con- 
sumer credit  market  than  the  market,  for  example,  for  prime  business  loans.  The 
large  corporate  borrower  is  not  confined  to  the  banks  in  his  local  market;  in  fact, 
large  banks  from  different  market  areas  will  compete  for  his  loan  business,  tending 
to  reduce  the  rate  as  their  money  costs  come  down.  On  the  other  hand,  the  consum- 
er credit  borrower  is  almost  invariably  restricted  to  his  own  home-town  market  and 
often  restricts  himself  to  the  one  institution  in  which  he  has  an  account.  Add  to 
that  the  fact  that  in  many  large  urban  areas,  or  even  within  a  whole  state,  one  or 
several  large  banks  have  dozens  or  even  hundreds  of  branches.  Citibank  in  New 
York,  for  example,  recently  ran  a  full  page  newspaper  ad  about  its  220  banking  lo- 
cations giving  money  market  account  depositors  24  hours  a  day  access  to  their 
funds.  That  pattern  is  increasing,  with  mergers  and  takeovers  involving  the  same  or 
different  types  of  depository  institutions,  in  more  than  one  local  market  and  even  in 
more  than  one  state.  Increasingly,  large  depository  institutions  have  large  numbers 
of  household  depositors  who  will  come  to  them  for  credit,  whether  for  a  loan  or  an 
open-end  account,  in  a  sense  providing  a  semicaptive  market  of  consumer  borrowers. 

The  large,  multi-branch  institutions,  therefore,  are  not  under  great  competitive 
pressure  to  lower  consumer  credit  interest  rates,  as  they  may  be  in  connection  with 
other  types  of  credit.  They  can  take  advantage,  when  their  costs  of  money  decline, 
to  increase  their  earnings  on  consumer  credit  operations  by  not  reducing  ci 
credit  interest  rates.  The  motivation  to  gain  an  increased  spread  in  the  ci 
loan  operations  would  be  particularly  great  at  a  time  when  problem  loans  and  loss 
potentials  are  increasing  in  other  areas  of  operation,  such  as  in  foreign  loans  and 
loans  related  to  oil  drilling,  a  recent  experience  of  a  number  of  large  banks. 

Given  the  less  competitive  sphere  of  operation  than  other  loan  operationa,  con- 
sumer financing  has  been  an  attractive  vehicle  for  increasing  interest  rates  more,  or 
lowering  them  less  than  other  rates.  Even  without  federal  preemption,  the  lenders 
have  had  success  in  constantly  getting  rate  limits  raised.  In  14  states,  consumer  in- 
terest rate  limits  on  personal  installment  loans  have  been  removed  entirely,  either 
temporarily  or  permanently.  In  many  more  states,  interest  rate  limits  have  been 
raised  periodically.  About  two  weeks  ago,  in  the  Florida  legislature  a  banking  sub- 
committee voted  8  to  0  to  raise  the  consumer  loan  interest  rate  ceiling  from  18  to  45 

Other  experience  also  shows  that  extenders  of  credit  are  taking  advantage  of  con- 
BUroerv  to  increase  their  profits  from  the  liding  of  usury  ceilings.  For  example,  in 
Maryland,  it  was  reported  in  November  (Washington  Post,  November  29,  1982)  that 
a  survey  by  Maryland  Attorney  (}eneral  Stephen  Sachs'  office  reported  that  18  out 
-'  ""  banks  and  other  financial  institutions,  department  stores,  and  oil  companies 


raised  their  maximums,  following  an  increase  on  July  1  on  the  statutory  ... 

24  percent,  during  the  time  when  interest  rates  were  declining  sharply.  For 

pie.  the  prime  rate  fell  from  a  15.5  to  16.5  range  in  July  1982  to  a  11.5  to  12  percent 
rate  in  November.  Since  that  time,  of  course,  the  prime  has  declined  even  further. 

Then  on  April  7  the  Mainland  legislature  passed  a  law  that  would  allow  banks  to 
charge  a  fee  for  each  credit  card  transaction  and  a  monthly  billing  charge.  It  will 
also  allow  lenders  to  pass  on  to  consumers  attorneys  fees  and  travel  expenses  that 
the  institution  has  had  to  absorb.  It  also  eases  current  restrictions  on  repossession. 

In  another  example,  in  the  State  of  Virginia,  there  is  a  recent  report  of  state  leg- 
iclation  being  considered  to  allow  out-of-state  bank  holding  companies  to  incorporate 
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in  Virginia  for  the  purpose  of  having  a  no-limit  rat«  for  credit  cards  it  issued  to 
residents  in  states  that  have  interest  rate  ceilings.  The  Virginia  General  Assembly 
last  year  removed  the  18  percent  credit  card  interest  ceiling,  allowing  the  rate  to 
float  and  be  set  by  the  market.  We  do  not  think  the  sort  of  profiteering  which  has 
occurred  elsewhere  in  addition  to  Maryland  and  Virginia  ought  to  be  encouraged.  It 
certainly  should  not  be  given  complete  freedom  through  federal  preemption  of  state 
consumer  credit  usury  ceilings. 

A  useful  by-product  of  the  state  usury  laws  has  been  the  enforcement  of  consumer 
protection  provisions  in  such  laws,  to  prevent  unethical  lending  practices,  overex- 
tension of  credit,  and  abusive  debt  collection.  If  federal  preemption  of  state  usury 
ceilings  is  enact«d.  the  related  state  consumer  protection  staff  may  be  weakened  or 
abolished  in  some  states. 

Usury  laws  provide  affirmative  help  to  persons  of  limited  financial  means  who 
need  a  small  extension  of  affordable  credit  for  an  emei^ncy.  Opponents  of  usury 
ceilings  have  argued  that  the  usury  ceiling,  by  precluding  a  higher  rate  of  interest 
often  prevents  the  necessitous  borrower  from  obtaining  his  loan  because  the  lender 
requires  a  higher  interest  rate  in  light  of  the  loan  risk  and  expense  involved  in 
making  the  loan.  However,  a  higher  Interest  rate  would  mean  a  still  higher  risk  of 
loan  default. 

Interest  rate  ceilings  also  are  needed  to  protect  unsophisticated  borrowers  who 
may  not  be  able  to  benefit  from  truth- in -lending  rules,  laws  on  unconscionable  con- 
tracts and  rules  governing  fraud.  Such  rules  have  not  prevented  unwary  home 
owners  in  Arizona,  for  example,  from  taking  second  mortgages  with  interest  rates  in 
excess  of  50  percent.  Nor,  have  they  prevented  District  of  Columbia  home  owners 
from  being  induced  to  sign  second  mortgages  with  excessive  broker  fees  and  effec- 
tive interest  rates  in  excess  of  80  percent. 

According  to  a  recent  poll  conducted  by  Hollander,  Cohen  Associates  and  pub- 
lished in  the  Washington  Post  on  November  15,  1982,  many  Marylanders  surveyed 
recently  have  cut  down  their  use  of  bank  credit  cards  because  of  increased  charges. 
The  survey  showed  that  the  greatest  change  In  finance  habits  was  reported  by  col- 
lie graduates  and  by  people  aged  30  to  49  years.  In  this  bracket.  35  percent  gave 
up  credit  cards.  17  percent  cut  down,  and  6  percent  switched  banks.  The  least 
change  was  registered  by  cardholders  under  age  30,  This  would  suggest  that  youn- 
ger, unsophisticated  credit  card  users  are  less  likely  to  act  wisely  with  respect  to 
credit  than  older,  better  educated  consumers. 

Increases  in  consumer  loan  rates  would  be  sharper  without  the  need  for  l^isla- 
tive  action  to  raise  ceiling  rates  and  make  related  changes.  In  many  cases,  as  when 
the  Maryland  law  was  passed  last  week,  the  original  bill  would  have  permitted 
more  charges  against  consumer  borrowers  than  was  finally  permitted,  but  the  bill 
supporters  had  to  compromise  because  of  strong  opposition. 

In  addition  to  the  need  for  consumer  protection,  the  macro-economic  effects  of  un- 
regulated consumer  credit  have  to  be  considered.  Housing,  and  to  a  lesser  extent 
automobile  sales,  have  picked  up  in  recent  months  as  interest  rates  declined  to  some 
extent.  Automobile  sales  have  been  helped  primarily  through  the  auto  loan  rates 
offered  by  the  fmancing  subeidaries  of  the  major  auto  manufacturers.  For  their  own 
brands  of  cars,  they  have  been  oflering  financing  at  an  11 .9  percent  annual  interest 
rate,  while  banks  have  been  charging  13  to  17  percent.  (According  to  one  report  by  a 
Wall  Street  financial  analyst,  GMAC  has  been  making  money — not  subsidizing  the 
auto  production  and  sale  enterprise.)  Some  auto  company  financing  at  9,9  percent  is 
also  being  offered  now. 

Perhaps  more  reflective  of  fmancial  market  forces  is  the  housing  sector,  where  a 
pent-up  demand  boosted  sales  and  new  housing  starts,  as  home  mortgage  interest 
rates  fell  from  a  16-17  percent  range  to  a  12-13  percent  range.  It  is  generally  recog- 
nized, however,  that  even  at  those  interest  rate  levels  the  breadth  of  market 
demand  is  limited;  and  a  demand  to  sustain  current  or  higher  production  levels  for 
many  months  is  unlikely  unless  there  is  a  further  reduction  of  interest  rates.  Three 
successive  monthly  declines  in  total  retail  sates  in  December,  January  and  February 
indicate  that  it  may  also  be  difficult  to  get  a  reversal  of  that  negative  retail  sales 
trend — a  necessity  for  a  sustained  economic  recovery— without  lower  consumer  in- 
terest rates.  (March  may  look  better  because  E^ter  came  early.) 

Tliat  appears  to  be  unlikely,  however,  given  the  following  circumstances: 

(1)  The  tremendous  inflow  of  funds  to  money  market  and  super  NOW  accounts  at 
depository  institutions,  as  well  as  a  remaining  large  total  of  such  fluid  short  term 
money  in  money  market  funds,  foreshadowing  continued  strong  competition  for 
funds  among  investment  intermediaries  and  a  high  cost  of  funds  to  them. 
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(2)  The  continued  reliance  upon  the  Federal  Reserve  limited  monetary  policy  tool, 
whkh  is  dependent  upon  high  interest  rates  to  induce  unselective  restraint  upon 
the  economy  when  it  b^ns  to  show  si^s  of  overheating. 

Another  witness  at  the  previously  mentioned  October  17  oversight  hearings  on 
Consumer  Interest  Rates  before  your  Consumer  Affairs  Subcommittee  was  Leonard 
F.  O'Connor,  Vice  President  of  the  First  National  Bank  of  Boston,  appearing  as  the 
spokesman  for  the  Consumers  Baniiing  Committee  on  whose  Ebtecutive  Committee 
M  serves.  In  his  conclusion  he  stated,  "banks  can  no  longer  depend  on  funds  that 
have  been  traditionally  available  from  non-interest  bearing  checking  accounts  and 
low  interest  bearing  passbook  accounts."  Had  Mr.  O'Connor  explained  why  that  had 
occurred,  he  would  also  have  been  identifying  the  cause  of  some  of  the  following 
conditons  he  went  on  to  cite  as  adding  to  the  bankers'  problems:  "The  unpredictable 
nature  of  the  economy,  the  volatile  nature  of  the  marketplace,  the  der^^ilatian  of 
the  liability  side  of  the  ledger,  the  unprecendented  increase  in  losses  due  to  consum- 
er bankruptcies  and  the  extensive  r^ulations  imposed  upon  the  consumer  banking 
indusry  have  all  affected  interest  rates."  The  der^julation  of  the  liability  side  of  the 
ledger,  while  formally  ascribable  to  the  Congress,  was  really  something  that  had  to 
come  in  the  wake  of  changes  in  the  economic  composition  of  the  household  popula- 
tion, which  made  the  old  statutory  regulation  ineffective. 

The  inflow  of  over  $300  billion  into  money  market  and  super  NOW  accounts  in 
ibout  3H  months  was  beyond  the  wildest  dreams  of  the  depoeitory  institution  man- 
agers. At  the  same  time,  the  money  market  funds  have  still  retained  close  to  $200 
billion  in  their  accounts.  These  data  emphasize  the  acceleration  of  a  trend  of  over 
three  decades:  increasing  deployment  and  redeployment  of  funds  by  an  increasing 
number  of  affluent  and  economically  literate  households.  These  basic  investors,  with 
^eir  sensitivity  to  high  yields  and  capability  to  shift  funds  from  one  channel  of  in- 
vestment to  another,  will  force  the  intermediary  depository  institutions  to  compete 
even  more  fiercely,  through  higher  interest  payments  to  the  household  investor- 
saven,  benefitting  primarfly  the  higher  income  households  with  the  most  savings. 
The  higher  costs  of  money  than  in  prior  decades  will  increasingly  cause  the  institu- 
tional tenders  to  seek  higher  returns,  pushing  them  toward  high  risk,  high  interest 
rat«  financing.  At  the  same  time,  they  will  be  inclined  to  retain  or  even  increase  the 
consumer  credit  interest  rates. 

To  the  extent  that  economic  recovery  develops,  it  is  bound  to  increase  credit  de- 
mands, which  will  bring  increases  in  interest  rates  and  in  the  growth  rate  of  the 
money  supply.  Fears  of  a  too  rapid  expansion  of  the  economy  and  rekindled  infla- 
tion would  then  cause  the  "Fed'  to  become  increasingly  restrictive  in  its  monetary 
policy,  reinforcing  the  market  forces  that  produce  higher  interest  rates.  Sales  oif 
nouaes  and  autoe  would  be  dampened  and  any  reversal  of  the  downtrend  in  total 
retail  sales  would  soon  be  aborted. 

To  remove  the  last  vestige  of  interest  rate  restriction  on  consumer  credit  under 
stale  laws,  and  on  business  and  agricultural  loans  under  the  Depository  Institutions 
and  Deregulation  Act  of  1980,  without  any  alternative  method  of  holding  down  in- 
tMVSt  rates,  would  lead  to  future  exacerbated  repetitions  of  the  1980-81  experience. 
TTie  much  increased  responsiveness  of  high-income  household  saver-investors  to 
higher  yields,  will  result  in  a  much  more  rapid  bidding-up  of  interest  rates  as  the 
economy  expands.  Increased  investment  powers  and  relaxation  of  credit  regulation 
for  the  institutional  intermediaries  will  cause  them  to  bid  higher  for  household 
funds  and  require  higher  interest  payments  on  loanable  funds,  which  are  apt  to  flow 
into  increased  capacity  for  provision  of  high  priced  goods  and  services^the  U.S. 
growth  markets  of  recent  years.  Mass  market  floods  producers  and  distributors  and 
Dome  buyers  and  developers  and  consumers  will  also  be  required  to  pay  higher  in- 
tntM  rates:  the  U.S.  balance  of  trade  will  suffer;  and  the  next  recession  will  be  on 
its  wa^  with  all  of  its  business  bankruptcies,  loss  of  foreign  markets,  farm  failures, 
and  high  unemployment. 

Instead  of  adding  to  the  financial  anarchv  that  has  been  developing  with  more 
and  more  financial  der^ulation.  as  would  tiappen  with  the  enactment  of  S.  730, 
there  should  be  a  return  to  laws  governing  financing  that  wilt  help  in  achieving  sta- 
bility and  growth  in  the  economy.  There  have  been  difficulties  with  state  usury  laws 
because  of  the  diRerenccs  between  states,  tending  to  cause  outflows  of  funds  from 
one  state  to  a  neighboring  state  with  higher  usury  rate  ceilings,  t^at  problem  could 
be  overcome  in  large  measure  by  the  establishment  of  reasonable  federal  usury  ceil- 
insB,  within  wtiich  there  might  be  state  variations. 

T^haps  more  importantly,  there  has  to  be  a  way  of  achieving  economic  stability 
without  reeort  to  policies  that  depend  on  high  interest  rates  to  cool  off  an  overheat- 
ing eccHMHny  and  mflict  tremendous  economic  hardship  on  the  country  and  its  dti- 
mu  in  the  procesB. 
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In  order  to  have  a  tool  that  can  be  used,  in  our  economy  of  the  1980b,  to  achieve 
steadier  growth  without  great  volatility  of  intercet  rates  and  related  prolonged  peri- 
ods (rf  high  unemployment,  authority  for  credit  controls  should  be  restored.  I  call 
your  attention  to  the  table  on  the  neitt  page,  compering  cominercisJ  bank  lending 
rates  to  prime  borrowers  in  the  United  States  and  Japan  in  each  month  during  tbe 
three  years  1980-1982.  The  fourth  basic  monetary  policy  tool,  uaed  periodit^Ty  ia 
Japan,  in  addition  to  the  three  that  were  taken  from  the  United  States  kit,  is  credit 
control.  It  helped  Japan  maintain  much  lower  interest  rates,  more  sustained  eco- 
nomic growth,  and  lower  unemployment  than  the  United  States  and  to  greatly  out- 
strip the  U.S.  in  international  tracfe. 

A  brief  use  of  credit  controls  in  1980  in  the  U.S.  quickly  brought  down  intemt 
rates  and  restored  the  economy  to  economic  growth.  There  have  been  claims  that 
the  controls  which  were  placed  in  effect  on  March  14  were  responsible  for  the  reces- 
sion which  had  besun  in  January,  not  a  very  logical  sequence.  A  fact  sheet  on  the 
1980  credit  control  experience  describes  the  sequence  of  events  leading  to  the  eco- 
nomic downturn,  the  credit  control  techniques  and  related  measures  that  brou^^t 
about  a  rapid  reduction  of  interest  rates  and  the  economic  upturn  which  followed. 
The  facts  refute  the  generalized  allegation  that  the  credit  controls  were  responsible 
for  bringing  about  the  1980  economic  downturn. 

Periodic  use  of  credit  controia  to  auiekly  cool  off  an  overheating  economy,  while 
bringing  down  interest  rates,  insteaa  of  having  a  prolonged  period  of  tight  money 
and  rising  interest  rates,  would  avoid  the  pressures  for  more  and  more  increases  mi 
consumer  loan  interest  rates  in  such  periods.  It  would  be  of  much  greater  help  to 
consumers  and  the  economy  than  the  Illation  proposed  in  S.  730.  The  AFL-<:iO 
urges  disapproval  of  that  bill  and  restoration  of  the  authority  in  the  Credit  Control 
Act  of  1969. 

Attachment. 

COMMERCIAL  BANK  LENDING  RATES  TO  PRIME  BORROWERS  UNITED  STATES  AND  JAPAN:  1980-82 
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COMMEROAL  BANK  LENDING  RATES  TO  PfflME  BORROWERS  UNITED  STATES  AND  JAPAN:  1 
SZ— Continued 


IFrvm  lh>  Ennnniic  Rnnrch  Dcpartmmi  AFL-CI01 

Fact  Sheet  on  the  1980  Credit  Control  Experience 
THE  economic  cumate  prior  to  control 

In  late  19T9  and  early  1980.  the  economy  was  Buffering  from  a  dangerous  specula- 
tive fever,  fueled  by  runaway  growth  in  credit  that  pushed  the  inflation  rate  to  dan- 
gerous heights.  Total  commercial  bank  loans,  for  example,  increased  at  an  annual 
rate  of  13.4  percent  between  December  1980  and  March  19S1,  and  the  inflation  rate 
was  in  the  18  percent  range  during  this  period.  The  pursuit  of  tight  money  had 
failed  to  stem  the  tidal  wave  of  inflation.  The  money  supply,  as  measured  by  Ml-B, 
had  been  increasing  at  moderate  rates  of  4.5  percent  during  the  last  quarter  of  1979 
and  5.1  percent  the  first  quarter  of  1980. 

Even  though  the  economy  reached  a  cyclical  peak  in  January  and  the  recession 
had  b^un  (according  to  the  National  Bureau  of  Economic  Research),  the  CPI  rose 
1.4  percent  during  each  of  the  first  three  months  of  1980.  Prices  were  rising,  but 
industrial  production,  retail  sales,  and  the  index  of  coincident  economic  indicators, 
which  tends  to  track  the  general  movements  of  the  economy,  were  all  declining. 
Housing  starts,  a  leading  indicator  of  the  courae  of  the  economy,  had  peaked  in  Sep- 
tember 1979  at  a  seasonally  adjusted  annual  rate  of  1.844,000  and  were  on  a  steadily 
downward  path  to  1,041.000  in  March.  Interest  rates  were  at  stifling  heights,  as  evi- 
denced by  the  prime  rate,  which  ranged  between  15.75  and  16. T5  percent  during  the 
Tirst  two  months  of  1980. 

In  the  face  of  these  conditions,  an  alternative  to  the  existing  ineffective  tools  of 
economic  policy  then  in  use  was  urgently  needed  in  order  to  avoid  a  general  panic. 
Immediate  action  was  necessary,  both  because  of  the  possibility  of  a  wave  of  bank- 
ruptcies in  the  immediate  future,  and  because— even  with  a  reduction  of  inflation 
and  interest  rates— any  meaningful  recovery  would  require  several  months  to  take 
hold. 


On  March  14,  1980,  president  Carter  used  the  authority  granted  by  the  Credit 
Control  Act  of  1969  to  require  the  Federal  Reserve  to:  (a)  regulate  and  control  con- 
sumer credit;  fbl  regulate  the  finacial  intermediaries  primarily  engaged  in  the  ex- 
tension of  short-term  credit;  Ic)  r^ulate  and  control  credit  extended  to  nonmembers 
of  the  Federal  Reserve  System  in  the  form  of  managed  liabilities;  and  (d»  prescribe 
appropriate  record  keeping  with  respect  to  all  forms  of  credit. 

Accordingly,  the  Federal  Reserve  set  a  6  to  9  percent  annual  rate  guideline  for 
growth  in  bank  loans.  Banks  and  other  lenders  were  called  upon  to  ensure  that 
(lows  of  credit  to  small  businesses,  farmers,  home  buyers,  smaller  correspondent 
banks,  and  others  were  maintained.  These  loan  categories,  however,  were  not  ex- 
cluded from  the  overall  quantitative  guidelines  related  to  lending.  Consequently,  in- 
dividual banks  were  expected  to  exercise  special  restraint  on  loans  to  large  business 
customers  or  others  with  access  to  other  sources  of  funds,  in  order  to  ensure  that 
credit  remained  available  to  users  requiring  special  attention. 

In  order  to  control  leakages,  the  Federal  Reserve  applied:  marginal  reserve  re- 
quirements (initially  10  penxnt)  on  the  managed  liabilities  (purchased  funds,  like 
negotiable  CDs)  of  member  banks;  special  deposit  requirements  on  the  managed  li- 
abilities of  nonmember  banks  (initially  10  percent);  a  15  percent  linitiaU  special  de- 
posit requirement  on  increases  in  consumer  credit;  and  a  15  percent  (initial)  deposit 
requirement  on  increases  in  money  market  fund  aaseta. 
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RnULTS  OP  THE  1B80  CONTROLS 

Credit  controls  had  an  immediate  effect  in  curtailing  the  extension  of  credit  The 
experience  demonstrates  that  the  Federal  Reserve  can  stop  the  sort  of  speculative 
frenzy  that  existed  in  the  winter  of  1980.  In  contrast,  the  sole  focus  on  hitting  tar- 
gets for  the  monetary  aggr^ates  had  failed  to  halt  the  excessive  expansion  of 
credit. 

The  contraction  of  credit  that  occurred  demonstrates  the  fallacy  of  the  argument 
that  because  credit  is  fungible  regulations  on  its  extension  can  easily  be  circumvent' 
ed  by  the  financial  markets.  Credit  controls  proved  te  be  a  quick  way  to  slow  down 
credit  growth  and  bring  down  both  short-  and  long-term  interest  rates. 

After  controls  were  instituted  on  March  14,  interest  rates  on  new  mortgages  for 
which  loan  commitments  were  made  rose  one  more  month  to  a  peak  of  over  16  per- 
cent in  April  and  then  declined  to  about  12V^  percent  in  July.  The  prime  rate 
charged  by  banks  declined  from  19^  percent  in  April  to  11  percent  in  July.  These 
rapid  declines  set  the  stage  for  a  rebound  in  economic  activity.  The  annual  housing 
starts  rate  rose  from  Its  May  low  of  938.000  to  about  1,560.000  toward  the  end  of 
1980.  and  industrial  production  rose  rapidly  from  its  July  low. 

The  rational  explanation  for  the  rapid  decline  in  interest  rates  is  that  those  bankt 
which  approached  or  reached  their  ceiling  rate  of  credit  expansion  used  available 
cash  to  buy  interest  bearing  securities.  In  the  process,  they  bid  up  security  pricee 
and  bid  down  yielda.  causing  interest  rates  on  competing  securities  and  loans  to  be 
reduced.  This  explanation  finds  support  in  the  fact  that  from  the  end  of  Fri>ruary 
through  the  end  of  July  1980  commercial  banks  reduced  total  loans  outstanding  l^ 
2.3  percent  and  the  commercial/ industrial  loan  category  by  2.2  percent.  Over  tlK 
same  period,  they  increased  their  holdings  of  Treasury  securities  by  6.T  percent  and 
of  other  securities  by  4.6  percent. 

An  important  lesson  from  the  1980  experience  is  that  the  Federal  Reserve  must 
move  carefully- to  inform  the  public  about  the  general  intent  of  the  controls.  Manv 
consumers  mistakenly  believed  that  any  use  of  consumer  credit  was  prohibited. 
While  the  technical  deteils  of  the  controls  need  not  be  explained  to  the  general 
public,  it  must  be  made  clear  that  the  use  of  consumer  credit  is  allowed. 

Another  important  lesson  Is  that,  while  a  policy  of  trying  to  control  growth  in  the 
monetary  aggregates  is  often  ineffective,  crnlit  controls  can  provide  a  quick  way  to 
bring  down  interest  rat«s. 


Disenchantment  with  monetarism  is  spreading  among  both  academic  economists 
and  practitioners  in  the  fmancial  markets.  Nobel  Laureate  James  Tobin  of  Yale  has 
pointed  out  that  in  recent  years  rapid  innovations  in  transactions  technology,  finan- 
cial institutions,  and  government  regulations  have  radically  altered  the  meaning  of 
various  monetary  aggregates  and  their  relationship  to  the  ultimate  targets  of  eco- 
nomic policy —growth^  employment,  lowered  inflation.  Professor  Benjamin  Friedman 
of  Harvard  has  demonstrated  that  "the  aggregate  outstonding  indebtedness  of  all 
nonfmancial  borrowers"  in  the  United  States  has  Just  as  close  and  stable  a  relation- 
ship te  total  nonfinancial  activity  as  the  money  supply.  He  concludes  the  Fed  shmdd 
terget  both  a  credit  and  a  monetary  aggregate  in  its  conduct  of  monetary  potky. 
Anthony  Solomon.  President  of  the  Federal  Reserve  Board  of  New  York,  has  point- 
ed out  that  as  more  and  more  of  the  assets  included  in  the  monetary  aggr^ates  pay 
market  interest  rates,  the  aggr^ates  become  less  sensitive  te  interest  rates.  When 
the  Fed  wants  te  slow  down  monetary  growth,  it  sells  securities,  driving  up  the  fed- 
eral funds  rate.  Other  market  rates  rise,  but  so  do  the  yields  on  instrumente  earn- 
ing market  rates  included  in  the  monetary  aggregates.  As  a  result,  there  will  be  less 
incentive  te  shift  out  of  the  monetary  aggregates.  Eventually,  aggregate  demand 
and  GNP  decline  in  response  te  higner  interest  rat£S— not  to  slower  monetary 
growth.  Solomon  points  out  that  today  the  cost  of  credit,  rather  than  ite  availability, 
affects  the  economy.  Interest  rates  must  now  rise  further  te  have  an  effect.  As  a 
result,  the  fragility  of  the  economy  has  increased.  One  remedy  suggested  by  Solo- 
mon is  for  the  Fed  te  focus  on  a  credit  terget  instead  of  the  monetary  taigets.  Al 
Wojnilower,  of  the  First  Boston  Corporation,  makes  the  same  observation  that  inter 
est  rates  rather  than  the  availabiHty  of  credit  now  influence  the  course  of  the  econo- 
my. Because  of  such  adaptions  to  higher  rates  as  floating  rate  contracts  and  interert 
rate  futures,  there  has  been  a  marlied  increase  in  the  persistence  of  high  interert 
rates  and  a  greater  risk  of  flnancial  panics.  Similarly,  Henry  Kaufman  of  SalonHm 
Brothers  has  noted  that  monetery  policy,  as  currently  conducted,  relies  solely  on  in- 
terest rates  rather  than  credit  availability  te  attain  its  goals. 
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y  related  to  economic  actiTity  (GNP).  Thus,  high  interest  rates  have  become 
the  cutting  edge  of  monetary  policy;  but,  because  of  structural  change  and  the  fail- 
ure to  control  the  availability  of  credit,  interest  rates  remain  high  for  much  longer 
Mriods  than  in  the  past.  We  conclude,  therefore,  that  the  availability  of  credit  must 
M  controlled  if  these  extended  periods  of  high  interest  rates  are  to  be  eliminated. 

rtXHGN  KXFBRIKNCB  WITH  CKEorr  CONTKOLB 

Japan  has  used  credit  controls  in  recent  years  to  ke^  interest  rates,  inflatiMi, 
and  unemployment  at  low  levels,  while  assuring  that  capital  flows  into  productive, 
cost-reducing  investments. 

Discusnng  monetary  poUcy  in  a  recent  study  of  the  Japanese  Financial  System 
prepared  for  the  Joint  Economic  Committee  by  a  staff  member  of  the  Japanese  Min- 
istry tf  Finance,  the  author  (Eiauke  Sakakibara)  states:  "In  addition  to  credit  policy, 
the  authorities  often  uaed  window  guidance  to  attempt  to  curtail  bank  loans  direct- 
ly. Although  window  guidance  was  sometimes  heralded  as  a  mqjor  policy  instru- 
ment, it  was  actually  ^y  a  supplementary  tool.  The  Bank  of  Japan  ilaelf  has  said: 

"Window  guidance  is  a  supplemental  tool  to  general  monetary  policy  tools  such  as 
discount  rate  changes,  rather  than  an  independent  weapon  of  monetary  control.  In 
other  words,  while  tbeee  tools  exert  pressure  on  the  market,  window  guidance  is  a 
tool  that  r^iforces  them  from  the  side.  Since  window  guidance  functions  only  as  a 
supplemental  tool  of  monetary  policy,  it  would  not  be  eufndently  effective  unless  it 
is  used  hand  in  hand  with  powerful  enforcement  of  more  orthodox  tools  of  monetary 

Part  of  the  credit  controls  implemented  in  the  U.S.  in  1960  were  a  fairly  cloee 
copy  of  "window  guidance"  which  has  been  uaed  from  time  to  time  in  Japan.  Some 
of  the  more  selective  credit  control  measures  used  in  Japan,  when  appropriate  to 
promote  stability,  could  also  be  uaed  here  under  authority  of  the  Credit  Control  Act. 
Recently,  for  example,  the  authorities  in  Japan  have  fori>idden  the  sale  of  zero 
coupon  bonds  in  Japan,  restricted  the  ability  of  Japanese  banks  to  make  loans  de- 
nominated in  foreign  currmcies,  and  tightened  reotrictiona  on  yen-denominated 


The  Chairhan.  Thank  you  very  much. 

Mr.  Schechter,  are  3rou  talking  about  money  market  ftmds  them- 
selves? Are  you  su^esting  we  should  not  have  removed  interest 
rate  ceilings? 

Mr.  ScHBcniTER.  I'm  suggesting  it  doesn't  matter.  The  money 
market  funds  and  the  money  market  accounts  are  simply  a  facilita- 
tion of  what  was  already  taking  place. 

"nie  Chairman.  Absolutely. 

Mr.  ScHKCHTKR.  So,  it  speeded  up  the  process  a  little,  but  once 
that  has  been  done,  we  have  no  tool,  really,  that  is  effective  in  let's 
say  cooling  off  Uie  economy,  without  a  tremendous  upsurge  of  fur- 
ther inter^  rates,  the  way  we  saw  happened  in  1981  and  1982. 

When  the  Fed  started  tightening,  everybody  got  the  idea  that 
they  would  tighten  some  more.  There  was  the  anticipation. 

BORROWINQ  AND  SHIFTINQ  rUNDB 

So,  they  run  in  and  borrow  and  then  shift  funds  to  higher  yield- 
ing securities,  again.  And  it's  taken  an  awfully  prolonged  time 
until  the  ol^iective  of  monetary  policy,  which  is  to  dampen  total  ag- 
gregate demand,  took  hold. 

During  that  process,  of  course,  we  got  all  those  experiences  I've 
talked  idwut  Business  failures  increasing  at  50  percent  per  year 
for  a  few  years,  farm  feiilures,  housing  and  auto  industries  collaps- 
ing, and  the  very  deep  recession  we've  had,  the  deepest  since  World 
War  n.  And  most  prolonged. 
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So,  I  say  there  is  no  way  we're  going  to  avoid  those  things,  unless 
we  do  get  another  tool.  Instead  of  saying.  We'll  just  let  go  of  every- 
thing, and  it  will  cure  itself. 

I  don't  think  it  will. 

JUSTIFICATION  OF  REGULATION  Q 

The  Chairman.  Well,  what  justification  was  there  to  have  a  reg- 
ulation Q  that  says  to  businesBes  that  they  can't  pay  a  consumer 
more  than  5 'A  percent? 

Mr.  ScHECHTER.  As  this,  what  I  call  educated  and  affluent  house- 
hold sector  developed  and  funds  began  to  be  shifted  around,  regula- 
tion Q  got  to  be  ineffective.  As  a  matter  of  fact — but  when  we  had 
the  S&Ls,  for  example 

The  Chairman.  It  was  a  great  penalty  to  the  average  consumer, 
was  it  not? 

Mr.  ScHECHTER.  Not  to  the  average  consumer.  It  was  probably  a 
penalty  to  the  consumer  that  has  a  fairly  high  income  and  has  a 
lot  of  savii^. 

The  Chairman.  Wasn't  it  a  penalty  to  somebody  with  a  small  ac- 
count to  say  they  can  only  earn  5Vi  percent? 

Mr.  ScHECHTER.  But  Senator,  the  reason  I  think  it  was  not  a  pen- 
alty to  them,  is  because  they  derive  very  little  in  the  way  of  addi- 
tional interest  from  a  small  account,  but  higher  interest  rates  feed 
into  the  prices  of  everything  that  is  bought.  And  for  the  low 
Income  consumer,  the  chances  are,  his  additional  costs,  because  the 
high  interest  rates  that  had  to  be  paid  that  were  reflected  in  prices, 
probably  outweighed  the  few  extra  dollars  he  earned  from  interest. 

The  Chairman.  Well,  we  have  a  basic  disagreement  there  on 
whether  government  should  be  involved  in  telling  the  person  how 
much  they  can  earn  on  their  savings  account  without  regard  to 
size.  Whether  or  not  it  is  a  small  amount  in  absolute  dollars  that 
they  earn,  it  is  still  objectionable  to  me  that  government  was 
saying,  this  is  all  you  can  pay,  especially  at  a  time  when  the 
market  was  demanding  more. 

Mr.  SCHECHTER.  I  think  we  are  in  agreement.  Senator,  that  this 
became  an  ineffective  tool,  but  I  think  at  one  point  it  probably 
worked.  So,  on  that,  we  are  in  agreement 

The  Chairman.  Well,  basically,  in  a  stable  economy,  it  guaran- 
teed savings  and  loans,  particularly,  a  profit.  That  is  what  it  did. 
Regardless  of  individual  account  sizes,  it  guaranteed  them  a  profit, 
because  that  is  all  they  had  to  pay.  They  had  to  make  no  great 
management  decisions.  It  didn't  require  a  great  deal  of  intelligence 
to  be  a  successful  savings  and  lofin  president,  with  the  government 
telling  you  what  basket  you  put  your  assets  in,  and  how  much  you 
could  pay.  You  couldn't  pay  more  than  5V^  percent,  so  inertia  was 
present.  People  keep  their  account  in  a  traditional  depository  ac- 
count, when  they  could  have  been  earning  money  someplace  else 
but  weren't,  because  they  didn't  know  about  it. 

Mr.  ScHECHTER.  But  as  we  deregulated,  though,  they  got  into 
trouble.  The  first  move  toward  deregulation  wfts  the  6-month 
money  market  certificate.  And  they  thought  they  had  reached  a  so- 
lution to  their  balance  sheet  problem,  but  it  turned  out  they 
couldn't  really  use  that  solution  and  make  mortgage  loans,  because 
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pretty  soon  they  were  paying  more,  not  only  the  old  inventory  of 
mortgages  they  had,  but  they  could  not  place  their  funds  in  mort- 
gages. Even  for  new  mortgages,  they  couldn't  place  all  their  money 
at  a  rate  that  would  give  them  a  margin  of  profit.  That  was  hap- 
pening in  1980  and  1981,  when  they  had  a  very  high  liquidity  ratio, 
much  higher  than  the  Bank  Board  required.  They  were  carrying 
that  and  carrying  short-term  securities  where  they  could  get  a 
higher  rate  for  the  time  being,  because  they  couldn't  afford — they 
couldn't  place  all  that  money  in  mortgages,  at  the  rate  they  would 
have  to  chaise. 

The  Chairman.  I  would  agree  completely  with  you  on  the  fact 
that  the  basis  of  the  whole  problem  for  everyone  has  been  high-in- 
terest rates.  Where  our  fundamental  difference  of  opinion  occurs  is, 
whether  we  can  solve  that  problem  with  interest  rate  ceilings, 
usury  ceilings  or  arbitrary  decisions  by  lawmakers.  Many  times 
these  decisions  are  politically  motivated,  because  it  is  nice  to  say  I 
am  trying  to  do  something  about  it.  We  have  totally  ignored  the 
$1,300  billion  national  debt  and  the  fiscal  irresponsibility  of  Con- 
gress for  the  last  30  years,  under  both  Republican  and  Democratic 
Presidents.  I  haven't  heard  a  thing  said,  and  I  very  rarely  do,  about 
the  fact  that  the  fundamental  cause  of  high-interest  rates  is  an  ir- 
responsible fiscal  policy. 

Mr.  ScHECHTER.  If  I  may  respond. 

The  Chairman.  Certainly. 

INFLATION  CAUSED  BY  EXPENDITURES 

Mr.  ScHBCHTER.  Inflation  will  be  caused  by  expenditures,  wheth- 
er they  are  governmental  or  not,  during  this  period,  especially,  of 
increasing  interest  rates,  where  we  have  an  increasing  flow  of 
income  throi^h  interest  payments.  For  example,  between  1981  and 
1982,  total  personal  income  rose,  I  believe,  6.3  percent.  Wage  and 
salaries  rose  4.9  percent.  Interest  income  rose  over  13  percent.  The 
share  of  total  income  going  into  interest  was  increasing  rapidly  and 
actually,  even  in  the  quintile  distribution  of  family  income,  there 
has  been  a  shift  in  the  last  few  years,  a  greater  proportion  of  total 
income  going  to  the  high  income  families.  At  the  same,  we  have 
had  increases  in  the  types  of  expenditures  which  low-income  people 
don't  make.  We  have  had  a  boom  in  the  pleasure  boat  industry.  We 
have  had  quite  an  increase  in  private  airplane  ownership.  We  have 
had  a  great  increfise  in  travel  abroad  and  purchases  abroad. 

In  other  words,  I  would  say,  sir,  these  types  of  expenditures 
cause  inflation  too,  perhaps  more  than  food  stamps,  sir.  So,  I  think 
it  isn't  just  one  side.  We  have  a  different  type  of  economy  which 
hits  taken  place  and  which  has  developed,  as  family  incomes,  on 
the  whole,  real  purchasing  power,  after  taking  care  of  inflation, 
after  adjusting  for  inflation,  doubled  between  about  1950  and  1980. 
And  the  people  at  the  top  got  an  awful  lot  of  discretionary  income, 
aboat  the  top  20  or  40  percent,  actually. 

And  these  last  few  years,  with  high  interest  rates,  exacerbated 
that.  So,  that  we  have  a  totally  different  sort  of  economy,  in  invest- 
ment decisionmaking,  in  the  flow  of  funds  through  different  chan- 
nels and  in  types  of  expenditures  being  made.  And  until  we  really 
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change  our  institutions  to  take  care  of  that.  I  think  we  are  fighting 
this  year's  war  with  World  War  I  weapons. 

The  Chairman.  I  wouldn't  try  to  indicate  to  you  or  anybody  else 
that  Government  spending  is  the  only  cause  of  inflation.  You  are 
correct  that  there  are  certainly  other  causes.  But,  in  spite  of  every- 
thing I  have  studied  for  the  last  few  years  I  continue  to  believe 
that  Government  is  more  responsible  than  all  the  other  causes  put 
together.  We  simply  cannot  continue  the  spending  binge,  wheUier 
it  is  for  food  stamps  or  whatever,  and  have  Government  bomnving 
more  than  50  percent  of  all  the  available  capital  in  the  country,  as 
it  did  in  the  last  quarter  of  last  year,  and  not  expect  that  you  are 
creating  a  shortage  of  capital  for  other  expenditures,  such  as  mod- 
ernization of  steel  pleints,  automobile  factories,  and  everything  else. 

The  result,  of  course,  is  to  drive  interest  rates  up.  Then,  you  tell 
me  that  all  we  have  got  to  do  is  keep  usury  ceilings  on,  and  we  can 
keep  interest  rates  down.  That's  Hke  a  pressure  cooker.  You  can 
keep  the  lid  on  for  a  certain  amount  of  time,  but  then  the  pressure 
builds  up  and  it's  going  to  blow.  You've  got  to  attack  the  funda- 
mental problems. 

Mr.  ScHBCHTER.  We,  certainly,  I  think,  shouldn't  have  had  the 
revenue  cuts  that  were  enacted.  It,  of  course,  exacerbated  the 
entire  problem  of  the  deficit,  and  at  the  same  time,  havii^  high  in- 
terest rates,  so  that  we  are  not  paying  about  10  percent — the  Gov- 
ernment is  paying  about  a  10  percent  average  rate  on  its  debt,  or 
$100  billion  a  year  on  interest. 

The  Chairman.  I'll  stop,  Henry,  because  I'm  getting  away 
from  the  problem  of  usury  rates.  We  also  could  get  into  a  debate 
over  revenue.  I  am  not  one  who  would  balance  die  budget  by  in- 
creased revenues,  because  then  you  haven't  accomplished  very 
much.  There  are  two  ways  to  do  it.  You  can  decrease  expenditures, 
or  you  can  increase  revenues.  If  the  Government  is  taking  more 
than  40  percent  of  the  GNP  in  taxes,  either  you're  financing  the 
debt  by  borrowing  or  you  are  taking  it  away  from  the  people  by 
taxation,  but  either  way  you're  still  removing  it  from  the  private 
capital  markets  find  making  it  unavailable  for  steel. 

In  my  State,  we  are  still  operating  with  the  World  War  n  steel 
plants.  So,  however  you  take  it  away  from  the  people,  through  bor- 
rowing or  increased  taxation — I  am  not  in  favor  of  an  increase  in 
revenue.  I  am  in  favor  of  cutting  expenditures.  But  I  will  stop,  be- 
cause I  love  to  discuss  it  with  you,  and  I  mean  that  sincerely,  but 
we  are  getting  away  from  S.  730,  and  I  shouldn't  do  that. 

Maybe  we  can  just  get  t(^ther  and  discuss  that  someday. 

Mr.  ScHECHTER.  I  would  enjoy  that. 

The  Chairman.  I  am  very  serious.  I  do  love  having  you  come  be- 
cause I  tend  to  get  away  from  the  subjects  that  we  were  supposed 
to  be  talking  about. 

Ms.  Broadman,  you  made  a  statement  which  I  agree  with  com- 
pletely. As  you  know,  as  a  nonattorney.  Senator  Ptoxmire  and  I 
are  among  a  minority  of  the  Senate  who  do  not  have  l^al  back- 
grounds, so  we  certainly  would  appreciate  plain  English  in  a  lot  of 
things  that  we  do. 
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TRUTH-IN-LENDING  PLAIN  ENGLISH 

I  want  to  compliment  you  for  your  position  on  that  although  it 
puzzles  me  a  little  bit.  For  the  last  8  years  I  have  tried  to  get  some 
plain  English  on  simple  forms,  and  so  has  Senator  Proxmire.  In 
Truth  in  Lending,  we  tried  to  get  simple  things  like  "You  have  bor- 
rowed this  much;  You  will  pay  back  this  much;  You  will  pay  this 
much  interest,"  and  so  on.  That  has  been  our  m^or  point  of  dis- 
agreement on  Truth  in  Lending. 

I  have  always  felt  that  the  act  in  its  present  form  is  anticon- 
sumer,  because  the  forms  are  just  too  complex.  I  don't  even  under- 
stand them,  and  I  have  been  on  the  committee  for  eight  years. 

How  do  we  get  to  a  point  where  we  can  work  together  on  some 
plain  language  on  a  lot  of  these  things,  not  just  the  consumer  pro- 
tections you  re  talking  about  today,  but  in  Truth-in-Lending,  I 
would  like  to  get  some  real  reform?  Are  you  ready  to  advocate 
some  real,  honest-to-goodness  simplification  of  the  form  so  that  its 
not  any  bigger  than  this;  so  that  even  a  dumb  senator  can  under- 
stand ^e  terms  of  the  loan  that  he  is  receiving? 

Ms.  Broadman.  Let  me  say,  I  have  always  shared  your  view  that 
Truth-in-Lending  disclosures  should  be  simple,  so  the  consumer  can 
understand  them.  Where  I  disagree  with  you  is  over  the  amount  of 
information  the  consumer  should  be  given.  We  have  always  felt  the 
consumer  should  get  more  information,  but  in  very  simple,  plain 
language.  What  we  are  proposing  today  is  something  like  the  New 
York  bill  that  just  requires  that  all  consumer  credit  contracts  be 
written  in  language  that  people  can  understand.  There  are  several 
States  that  do  have  plain  Ismguage  laws  that  you  can  take  a  look  at 
in  trying  to  draft  the  national  plain  language  law.  It  is  something 
that  we  have  enough  information  on  and  something  we  feel  very 
strongly  should  accompany  any  sort  of  usury  preemption,  so  that 
consumers  can  protect  themselves,  and  so  that  consumers  can  un- 
derstand the  contract  terms  that  are  tied  into  the  contract  charges 
and  can  also  understand  precisely  what  they  are  being  charged  and 
protect  themselves. 

We  think  usury  ceilings  are  needed,  because  even  with  plain  lan- 
guage contracts,  there  will  be  people  who  will  not  be  able  to  protect 
themselves,  but  at  least  you  d  be  helping  those  consumers  who 
could  understand  the  contracts  and  could  avoid  undesirable  con- 
sumer contracts. 

The  Chairman.  I  wish  we  could  achieve  that  goal  of  having  them 
understand.  I  have  yet  to  see  RESPA,  truth-in-leiising  and  truth-in- 
lending  with  understandable  disclosures.  They  are  not  understend- 
able  to  me.  I  remember  Senator  Morgan  and  I,  the  first  year  we 
were  senators,  introduced  a  simplification  of  the  Real  Estate  Settle- 
ment Procedures  Act  and  were  widely  hailed  as  having  done  a 
great  job. 

Two-and-a-half  years  ago,  for  the  first  time  after  that,  I  took  out 
a  mortgage  loan,  Here  I  was  the  Chairman  of  the  Banking  Commit- 
tee, who  had  authored  a  simplification  in  RESPA.  The  banker 
handed  me  one  sheet  after  another  to  sign  and  to  read,  and  I  said, 
"I  am  going  to  take  the  time  to  do  this  and  not  just  the  usual  for- 
mality of  signing  and  reading  it  quickly."  So,  I  went  home  and  I 
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read  each  of  those  disclosures,  and  I  am  still  not  sure  what  I 
agreed  to.  That  was  after  the  simplification. 

I  was  not  well-served  by  RESPA.  So  I  am  puzzled  and  frustrated 
by  how  consumer  groups  and  others  can  come  together  in  the  name 
of  consumers  and  support  that  sort  of  law.  I  am  not  being  facetious. 
I  have  those  forms  at  home.  They  were  all  in  l^atese,  and  I  still 
don't  fully  understand  all  that  was  disclosed  to  me.  I  guess  I  could 
hire  an  attorney  to  tell  me,  but  then  it  comes  to  mind  that  the 
lower  income  person  who  goes  in  to  get  a  loan  has  to  handle  those 
same  forms.  If  I  can't  figure  them  out,  how  does  that  poor,  under- 
privileged consumer?  Again,  I  can't  answer  that  question  today, 
but  I  wish  it  were  possible  for  us  to  come  to  some  agreement.  It 
m^ht  be  better  to  have  them  understand  what  is  correctly  dis- 
clceed  to  them,  before  we  try  to  disclose  more  that  they  can't  un- 
derstand. 

Ms.  Broadman.  There  are  two  issues.  One  is  the  disclosure  issue. 
What  do  you  want  in  the  Truth-in-Lending  statement?  The  other 
is,  how  do  you  want  the  contract  to  look?  When  you  go  in  and  pur- 
chase a  home  or  purchase  consumer  credit,  the  most  confusing  pro- 
visions are  the  contract  language,  not  the  Truth-in-Lending  disclo- 
sure Euid  not  the  RESPA  disclosure.  The  disclosures  required  by 
law  can  be  regulated  by  statute  to  make  them  simpler,  but  what 
we  are  talking  about  is  simplifying  the  contract  terms,  so  the  con- 
sumers can  understand  the  underlying  contracts. 

The  Chairman.  I  eigree.  I  can't  understand  the  disclosures  as  a 
nonattorney,  and  I  obviously  don't  understand  the  contracts.  I  have 
often  felt  that  this  was  deliberate.  It  is  very  profitable  to  the  legal 
profession  in  this  country  to  have  things  that  are  difficult  to  under- 
stand, because  then  they  can  charge  high  fees  to  those  of  us  who 
are  not  trained  in  the  law  to  interpret  what  is  done.  It  also  has  led 
to  an  incredible  number  of  highly  technical  and  supercritical  law- 
suits that  cost  people  who  want  to  fight  legal  fees,  court  costs  and 
all  that  sort  of  thing. 

This  is  also  true  of  insurance  contracts.  I  spent  a  good  deal  of  my 
time  making  my  living  selling  insurance  before  I  got  into  politics.  I 
am  not  sure  I  ever  understood  what  the  actual  contract  entailed 
when  I  delivered  it.  So,  I  don't  know  how  my  customers  ever  under- 
stood it. 

To  get  back  to  where  I  started;  I  enjoy  plain  English.  I  wish  there 
were  some  way,  in  a  lot  of  different  areas,  we  could  make  it  so  not 
just  the  f>oor  and  underprivileged  could  understand,  but  some  of  us 
who  are  in  a  better  position  to  judge,  but  still  don't  understand  the 
fine  print. 

The  excuse  is  always,  you  have  to  be  very  precise,  so  when  you 
get  into  court  you  will  have  some  legal  basis. 

I  don't  understand  all  the  hereases  and  wheretos,  and  that  sort 
of  thing.  I  would  hope  that  we  could  work  together  on  plain  lan- 
guage, plain  English  in  a  lot  of  things.  But  I  don't  know  how  you 
overcome  the  legal  profession  in  doing  that.  They  have  a  great 
vested  interest  in  language  that  is  unintelligble  to  us  mere  mortals. 

Mr.  Nishimura,  my  time  is  up,  but  you  wanted  to  respond. 
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DEFINITION  OF  INTERBST 

Mr.  NiSHiMURA.  Yes,  Senator,  as  far  as  the  rate  is  concerned  and 
the  contract  terms,  I  think  we  would  be  making  great  strides  if  we 
defined — as  Arkansas  really  does.  Generally,  if  it  is  not  principal,  it 
is  interest.  Whatever  you  call  it — you  can  call  it  an  origination  fee; 
you  can  call  it  an  attorney's  fee;  you  can  call  it  a  payback  fee — if  it 
is  not  principal,  it  is  interest. 

That  definition,  which  is  very  strong,  has  helped  people  in  Ar- 
kansas understand  the  usury  laws  and  how  to  use  it,  but  it  works 
in  tandem  with  the  other  provision;  that  is,  the  penalty  provision. 
If  a  lender  lends  at  a  usurious  rate,  the  penalty  is  loss  of  principal 
and  interest. 

It  is  very  severe,  we  agree,  but  what  that  does  is  puts  the  burden 
on  the  lender  to  assure  that  the  lending  laws  are  being  followed. 
And  even  in  the  case  of  a  low  income  or  unsophisticated  borrower, 
the  incentive  is  there  for  the  lender  to  assure  that  the  conditions  of 
the  loan  are  legal. 

The  Chairman.  Well,  remember,  it  has  not  been  mentioned  by 
imy  one  of  you  three  that  I  have  always  insisted  in  any  Federal 
preemptions  that  there  be  a  right  for  the  State  to  override.  Even  if 
all  the  difHcult  circumstances  would  arise  with  Federal  preemp- 
tion, as  you  indicate — and  I  think  some  of  them  are  real  possibili- 
ties; others  are  not.  There  is  a  3-year  period  for  any  State  legisla- 
ture to  say  we  disagree  totally.  Arkansas  would  have  the  right  to 
do  anything  they  wanted  and  totally  reject  this,  and  if  it  were  not 
for  that  provision  I  would  not  support  this  federal  override. 

I  would  like  you  not  to  ignore  that  right  for  any  State  to  estab- 
lish any  of  these  conditions,  as  you  have  just  talked  about  in  the 
case  of  Arkansas,  during  a  3-year  period.  That  gives  most  States  at 
least  one  and,  in  many  cases,  two  or  three  legislative  sessions  to  do 
that  after  the  enactment  of  the  bill. 

My  time  is  way  up.  Let  me  turn  to  Senator  Proxmire. 

Senator  Proxmire.  First,  I  want  to  congratulate  the  three  of  you 
for  your  statements.  I  think  you  were  very  good,  very  strong  and 
forceful  and  quite  persuasive. 

Mr.  Schechter,  I  called  to  Governor  Partee's  attention  your  con- 
tention that  the  consumer  borrows  in  an  administered  market  and 
the  competition  is  far  less  for  lenders  who  lend  to  consumers  than 
it  is  for  lenders  who  lend  to  business  generally. 

He  said  that  is  less  and  less  true.  The  consumer's  market  is  be- 
coming more  and  more  competitive.  How  would  you  answer? 

Mr.  Schechter.  Well,  I  have  cited  some  figures,  and  there  were 
more  cited  at  the  hearing  of  March  17,  which  I  mentioned. 

During  the  decline  of  interest  rates  we  have  had  during  the 
second  hialf  of  1982  and  so  far  in  1983,  there  certainly  has  been  a 
tremendous  lag,  almost  no  decline,  in  consumer  interest  rates,  and 
in  some  types  of  consumer  interest  rates  there  has  been  an  in- 
crease, like  in  credit  card  charges. 

If  there  were  as  much  competition  as  in  other  types  of  lending, 
there  certainly  would  have  been  more  of  a  movement  in  line  with 
the  decline  of  the  prime  rate,  mortgage  rates,  and  so  on,  but  this 
did  not  happen.  Tnere  was  an  increasing  spread  between  other 
rates  and  consumer  interest  rates. 
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So  I  think  you  might  say  that  is  the  proof  of  the  pudding,  that  it 
is  not  as  competitive  as  other  types  of  lending. 

CONSUMER  CONFINED  TO  HIS  LOCAL  MARKET 

I  think  the  reason  is — as  I  cited  in  my  testimony —  the  consumer, 
unlike  a  business  borrower,  let  us  say,  is  pretty  well  confined  to  his 
local  market.  The  large  corporate  borrower,  of  course,  is  wooed  by 
banks  from  all  over  the  country.  He  has  his  choice.  And  even  a 
moderate  sized  business  will  shop  around  more. 

But  the  consumer  generally  is  in  his  local  market,  and  when  you 
have  some  institutions,  like  the  Bank  of  America,  with  all  its 
branches  in  California,  or  Citicorp,  with  its  220  branches  in  New 
York  City,  they  don't  really  have  to  compete,  1  think.  They  have 
got  so  many  customers  that  have  their  accounts  there  that  that  is 
the  first  place  they  will  turn  for  a  loan. 

That  is  what  I  call  a  semicaptive  market. 

Senator  Proxmire.  I  appreciate  that  very  much.  Would  you,  to 
the  extent  you  could  do  so,  document  that  for  the  record,  showing 
what  has  happened  to  consumer  rates,  and  also  give  me  the  specific 
reference  to  the  credit  card  situation  in  which  you  said  the  credit 
card  rates  have  actually  gone  up  when  other  rates  were  going 
down? 

Mr.  ScHECHTER.  Yes. 

[Information  supplied  for  the  record  follows:] 
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SELSCTED  IHTBRESI  RATES 

MAY  1982  -  FEBMART  1983 

(percent) 


1982  Har 
July 


SepCa^Mr 


1983  January 
February 


Averags  Pciae 

Federal 
Fundi  Race 

16.50 

14.45 

16.50 

14,15 

16.26 

12.59 

14.39 

10.12 

13.50 

10.31 

12.52 

9.71 

11.85 

9.20 

11.50 

8.95 

11.16 

8.68 

10.98 

8.51 

Sourcei:     Federal  Reserve  Bulletin  for  firat  tvo  coluHia; 

Federal  Reserve  Board  Statistical  Quarterly  Relei 
G-12,   G-19  for  perli>di  abovn 
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NEW  JERSEY  USURY  UPTED  RATES  GO  UP 

Senator  Proxmire.  Mr.  Nishimura,  again  a  very  strong  state- 
ment. You  say — at  the  bottom  of  your  first  page,  you  say  New 
Jersey  usury  ceilings  were  lifted  in  1981,  allowing  fmance  compa- 
nies to  charge  up  to  30  percent  for  loans.  The  State  average  for 
these  types  of  loans  had  been  the  national  average  of  about  21  per- 
cent. As  soon  as  the  new  law  became  effective,  the  rates  shot  up  6 
to  7  percent  and  stayed  at  that  high  level. 

Again,  I  would  appreciate  any  specific  reference  you  could  give 
us,  going  up  to  26  to  27  percent.  Are  they  still  at  that  level  now? 

Mr.  Nishimura.  Senator,  I  was  quoting  from  a  study  by  the  New 
Jersey  Consumers  League,  which  I  will  be  happy  to  furnish  for  you. 

Senator  Proxmire.  Thank  you. 

[Information  supplied  for  the  record  follows:] 
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eammat  Loeat  or  mt  jnm 

H  iMtk  rallartea  Avwm 

■iMtclali.  M.J.  0T041 

2ai-IM-iUf 


ta  teak* 
I  -  than 


Iha  ■«•  J*iM7  MM'tMBt  «(  *Mkta|  hu  vaUlalM^  taa  T«r«rti 
l«at*laM'*  *■  V*"  JatMr  tet«T«K  rata*.     Iha  Ca»— ira  taa(iH  af 
akalraetW  tka  fallovlas  Jata  froa  tkaaa  laiktBi  DavaRaaic  rarorti 
Intaraat  rata  trasria  aaalar  ta  aaa.     »f  "taaka"  wa  aaaa  alaa  antai 
aaJ  aavlaia  arf  laaa  aaaoclattoai  Ralaa  tor  all  baadu  vara  avaraiaa 
■■a  raialj  Bora  thtm  a  oaa  petat  rilffarasca  U  tha  araraiaa  at  tka  tkraa  tTpaa 
of  baaka.)     Iha  lataa  ilvaa  ata  tba  avaraaa  rataa  (aacapi  far  tha  laat  ealiaa, 
which  ia  tha  hlfliaat  al^la  rata  raeatJaO.    Tha  Jaanarr  IMl  tataraat  lataa 
•ra  tat  a  fjU*  prtar  ta  tha  tasaHut""  a(  KB  lataiaai  aa  March  11,  IMl. 

loaa/  hUkaat 

CraJlter        tacurltr        Jaa.  M        int.  »1        Jm^  8i        0^;.  B;        ^a^^ 


cat4> 
-  caah 
-ranbaaa 

11. « 
12.» 

it.ti 
15.  a  J 

la.M 
la.oi 

11. » 
IS.  10 

raraoaal 

13.U 

1».37 

It.  SI 

iB.n 

•d-artfia 

1*.M 

U.SS 

ia.it 

U.M 

.«.»r 

13.  TO 

IT.Bt 

17.11 

IS.U 

■aad  car 

n.as 

U.7J 

It.W 

u.sa 

a/a  10.lt 


a/a  IJ.ei 


(faUMlar      tralM  U.l)  It.M 

aaKtact        U.aa  IT.t* 


>/a  If.  IT 

a/a  U.5 
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■(•ra      e»it  a/a    It.tOac.  U)    If.fUaa.  U)    U.« 

ftMr-ObMnattiiM 

1.  Alt  cia«ltBTB  at*  charilBi  ■»■  tbta  ckay  <M  rrloi  to  'darainUtiaa.' 
■at  on*  avatata  laaa  laia  afcar  'daraSDlatlaa'  la  laaar  thn  cka  JaaiiaTy  ItU 
lata  ba(«ra  *4aias«latlaa'. 

1.  *Dare(iilatleB''  (raatly  Intraaaat  Iha  coat  ef  cradlt  to  >a«  Jaiaar 
raatdaata.  lot  aitaavta,  lAaa  bank  ciailt  card  rataa  laciaaaa  froa  api.  lit  t« 
m.  that  la  an  laeriaaa  la  Iha  coat  af  cradlt  at  UU,   t.a.  MI  BBra  aaMsalva. 
I(  Mall  loaaa  lacraaaa  tram  apa.  lU  to  ISI,  tlat  la  aa  lacraaaa  at  7/21  - 
S3t  aoia  aaraaalva. 

i,     Sararal  tyraa  ef  eiadltor  actsally  lacraaaad  thalr  lataa  la  Oetobar 
19S2  <a  mioi   of  (alltoi  aatloaal  iDtarait  lataa).  CaB*arlBs  Juna  IMl  aad 
Octobai  IfU,  ae  ttf   e(  bok  cradlt  daciaaaad  aora  thaa  l.t  parsaalaia  polata 
(baak  cradlt  cazdi  aaaaatlallT  atarad  (ha  a«M).  aUla  *e  tTpa  a[  aaabaak 
credit  daeraaaad  Bora  thaa  1.3  parcaaiaga  tolaia  (with  dapartaaat  atora  chari* 
card*,  boaa  rapalr  coatracta,  and  laawaaca  pcaaloa  " 

4.  Dafertaaatalr  cka  DcfartMnt  at  lankloi  did  b» 
Jiaa  tfai  for  tha  aoahaak  cradltara.  Tbae*  cradltara  a 
tha  traataat  lataraat  rata  ^aaa,  haeca  tkay  daaarva  cl 
Baaklni  Dapaitaaat.  Tlia  sail  aarvar  naod  bj  tha  DapaiC 
h;  htch  lataraat  cradltara  aot  w^tlaa  to  dlacloa*  a  10 
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M  I.  rallnm  A*««m 

HMtelalr,  I.J.  OTHl 

lU-Tt4-«U9 


Foot  tDTvaj*  at  ■•■  Jarsar  Laaa  Bataa  Attar 

BT:     ■•11  J.  ro(aity,  Eai). 
MMttai,  tuid  of  Dlractora 

Od  Hareb  H,  ISBl  Maw  Ja 
cradltara.     Tba  thaaiy  advanc 
•ooaTi  vavM  raapeni  to  '^rliat"  eondltlona. 
•ovl4  ilaa  asd  tall  (Itka  tha  pilca  -sf  Tiital 


radletad  la  >' 


Iba  aamra  «aia  lakaa  on  Scptasbar  M.  1«B1,  DacaBbai  10,  IMl. 

sbar  IT     l9t}.  and  Jnuar?  2i,  l9S}.     Tha  BBtbed  aaad  ■■*  ta  call  kaaka 
all  trpaa}     IlnaDca  cnpaoiaa.  and  aaeondair  aartiaia  act  llcaaaaaa.  tha> 
tha*  wbat  thay  U*»  char^lfll  oa  paTaanal  taana  and  >■  lam  aaearad  hjr 

(c«nd  Bort|a(a  «■  asa'a  boa*.     Tba  rataa  sI*aB  ara  an  avarafa  of  landaia 


nia  fear  aarva;  4at«a  abwld  ba  tbentlit  at  aa  tuo  ^Ira.  lach  fair  ut 
falla  vlchla  a  tlBa  parlod  rtwa  Intaraat  tataa  la  tha  aatlsaal  aooooar 
'      atlcallj. 

rirac  Farlod  -  Jaly  co  Dacaaoar  IMl 

tnm  JalT  IMl  tc  Bacaabar  IMl  ahart  tan  Istoraat  rataa  (a.|.,  tadaial 
tMda,   aaa  ■ontfc  csHaTclil  ft^ai,  thiaa  BOatba  traaaarr  bllla]   tall  (tm 
akeM  3a  ta  lU.    laTl^  tbla  tlM  «f  pl*«atl>|  lataMM  TMaa,  Mav  Jaiaar 
etadltara  aetaally  Imcraaaad  cana^ar  laaa  rataai 


4  H0Tt(asa  Laaaa 


lataad  Maniaga 


u.on 

».7U 
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■«dM  th»  fltat  fair  ct  Mmra  ahnM  tMt  Htm  tin  mm  •!  M—y  fall 
la  the  HtloDal  aeoM^  Airlni  ai^r  tn4  faU  Ifll,  Va*  jMaqp  I«««aM 
•ctMllT  ralaad  tha  atova  casamai  laaa  fatae> 

•acOBd  rarladt     Jaly  IHl  thraack  JaMarr  IMS 

A  BMh  baraldad  "kiaak"  la  Mtlaaul  lacaiaat  Tataa  feavpaaaJ  at  Ika 
W)1h1b|  or  JulT  IMl  and  hai  eoiitlMW4  thT«|h  JaniurTlm.     thMt  tatB 
rataa  fall  1  ia>  (ppieniuial;  lU  to  tt.     Haloi  tank*  laducad  tka  "pilM" 
rata  <cliar(ad  to  laii*  cotpantlsei)  (taa  it.  St  t«  111.     tMwavB  1  ami  4  laitW 
lAathar  caaamaTa  atM  aafttamt^  aaj  IstiTaac  Ta-ci  nduetloai 


raraeul  toMi 

iBBita  u.in  ia.«u 

ri>M«a  CaavMlM  U.OU  17.4SI 

■acedl  Hansasa  la»> 
•Mfca  1».S(B  U.MS 

■acaaJ  MartMia 

UfMMaa  U.US  M.54S 

Ilia  aacoad  piK  af  aarrari  ahoM  that  a  fall  aava  wstba  of  (alllai 
■rut  ii«i  fmlltil  to  'bndia  th>  paiaoaal  Iom  rataa  af  kaaka  aa4  flaaaca 

•  1  itoffti  alaod  «■  folai   ler  tha  kaaka,   akMt  aM  kalf  palat  for  tin 


U.)TS            U.MS 

ia.ia 

U.WI 

u.iQS        u.on 

ll.DOt 

iT.4n 

th  ■•«a«l  Mrtiasa 

i«.en         11.  on 

ii.sn 

U.MI 

*'Tlia  faraar  caUlns  far  aMlI  Iom  tf  mU»  alloMd  lU  m  »•  U 
1300  ta  ka  rapaM.  Itl  aa  tka  aan  tlOOO.  «ad  in  m  Iha  kalMta.  Iha  " 
faatad  la  tka  affactlva  lata  far  a  CfrUal  laM. 
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p. 11).  ItatlUUl  4lM  tt*t*>  ttut  1C>  pilHtT  Intinul  Mvic*  of.faM*  M 
Ind  1(  the  Bon*;  boiiovtri  Tapaf  (aeh  Bonth  so  old  loan*  ftani  TtOfmctua, 
Dae.  16,  I9tl,  p.t).  Omb  •  tinmca  tdmptai  t<Mt  "paid  fat"  *uch  capital.  It 
caa  Taland   thla  npa^aaat  moatj  iDdaflnlcal]'  «t  vlrtiiallj  »         "   *"   —  -   ■   - 

Sacond  w)TC(ata  lataa  b?  banks  ahowad  aodlaat  dwnvatd  iiTlatlcn.     law 
In  ttw  f  leal  -tm  aunra^a.  bank*  Hia  -charxlni  an  th*  «*arit(  n«aily  tha  aai 

hcmt       ttmpitt  It  3It   (nnatcuiad)  'vlih  IBt  laacond  Hrt|a|a).   and   lS.9*t  u 
19.0}I.     Ttil*  auuciu  that  Hcvnd  w>rl|a|>  rataa  vara  BiKb  ti»  hl|h  In 
faptobai  IfSl  <nd  Daccukar  IfSl^acond  aortiaia  tataa  •heald  b*  taan  tlw 
wuaCBiad   losna  alaca  tha  liaBk  haa  llttla  ilak). 


fouDd   la  ona  cloitar  and  all   ttw  aecondary  Boitina  llctnact  raiai  »ta  foued 

In  •  aacoed  eluacat  (It.ISX  h]|hai   than   tha  avarata  baak  ran)        In  taktni  thai 

■aTt|.ata  laadara.     Irraral  tlaaa  th*  adrarttacd  i(ta  turned  -mit  to  ha  BBralT 
the   IcnKtc  Tata.     Several  lendera  lald  that  thay  did  not  hai'  ■  BnlHia  tat*. 
4Thl«  could  ba  Intaiptalad  ai  ■  ollllntnxi  (•>  cbarta  301  for  ■  MCOBi 
•OTtiaie      Indeed  at  laaat  me  BIcODd  wrttai*  eradltn  hU  ehar|^  19.141  - 


It  •■■  net  fMBiblB  ta  aarMy  all  thoaa  eradltoia.     Ha  fadn<  that  BaTcbBBtB 
(•■peetBllr  ihatts  BarehKta)   and  cai  daalara  vara  ratBCtant  to  fnota  tbalt 
iBtataat  rstaa  •**>  tba  phona.    A  Iils4  ef  'Intaiaat  tat*  aeUaophtamia'  atao 
.   pxaralla  at  MTtala  car  iaalai*.     Cicala  ablbita  C  aoJ  ■  to  aaa  •  latf*  "' 
4a«l*riUp  vklcb  paitldpata*  la  Intataat  tat*  wlaa  (apaaaata*  ¥t  Canant 
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Hotel*  liee»ttmea  Cowf.)  wltk  <•(•■  ••  lav  ai  t.tt,  yt  •!•«  baa  Ghal(a4  a 
CMtaaar  It.HI.    Ailaekad  also  an  eaatracti  (r^  aarcbaata,  ear  <a^afa. 
aacoad  Boiliasa  lantfari  mi  laaaranca  f ratlna  f loaaclata  at  aaii>l  paicaatafa 
rataa  a[  U.nX,  It.MI.  31.S3Z,  301  and  Ift. 

•oaa  coBiiiira  hava  rarortad  tbal  cradltota  ba*a  fnetad  lataraat  utealalatf 
fej  ch(  aliltadlni  (and  Hiatal  Co  dlaeloaa)  "aM-«a'  aatbad  e(  caleaUclaa. 
For  aiaaiil*     a  conauHr  la  tald  orally  that  tha  rata  U  ItT"  triw  tha  aawMl 
fgrcatasa  rata  la  actaally  IM. 


Mora  tun diaat ally  eaa  mar  lB«utra  alMtliai  aaaa  cra4ttar«,  laclirftaa 
•atiOBal  (iBaaea  ca^aataa  ara,  la  vtaw  at  f(llln|  Iitaraat  rataa.  latally 
chaT|lB|  neexlTa  lataraal.     Gov*  flnanci  foapanlaa  roatlaaly  chart*  Mt  ti 
Van  Jaraay  borrOHara,  aa  aaltat  wkal  <ba  <ett  el  aooay  !••     IIm  Chart  balaa 
ahewa  tha  hlghaat  rataa  dlac«ara4  la  tha  oaTvay*. 

Ilfhaat  lata  Slaesaarad 


oary  18.  IMl.     Tha  tlvaa 
1  toaaa  by  Flaaata  Caa^aalaa 


•oatutal  ICI  m  tSX  ISS 

■rc  m         SOI  iss        lu 

Crodtt  aaa  fiaaly  aaallabla  at  aU  tha  atftcaa  callad  la  bacb  M«ta*  •■  hath 
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tMa  la  BM  to  Mgiait  thM  lH*iast  latti  la  *•■  Terk  Wtam  ■•?• 
"cDvpctlllvaly".     i  Mnwy  tak«  b;  th«  AulfuttJ  tnk  ot  !•■  Ink  ta 
JmuaiT  191)   fnind  that  Mricval  leana  coat   t»  on  Iha  xarita  at  ■■«  Torfc 
kanki     a>a  ■ihiblc  L.     lavYaik  bink  ciadlt  cirda  rata*  ha>a  alio  t*Il(4  t« 
^■craaa*.  *«  <iihthlt  M.     Uxard  K.  tati,  ptaaldnl  ef  thw  AsaltaHtad  laak 

■tatlnf:   "TMt*  »  ea  quotlDn  but   thai  conauBat  loan  tataa  could  Va  Iohm 

I  ]>«t  th*  aariln  ai  aptaad   la  oldai  than 
»   a  «i*(  D*en  niatoricaIl:r  vx-an  t)i<T  i«  char|lB|  IT  to  11  parcant  ior  aate 
and  i«r>(nal  Isana."     Tha  Ual|au[ad  lank  vaa  char|ln|  *■  1«  •*  1].  Hx  « 
auta  leana  and  I}.  I»  On  patamal  Isani  ac  tha  and  «t  Jwaary  IfW.     Mak 
praaldant  lati  co^Motad:  "If  tMa  13.13  paicaat  TM*  la  aot   taatol  «a  aar 
aeaaT,  tbaia'a  no  faaaoa  otbai  baaka  caa't  offai  It*' 

Cnaelaaleaa 

Fat  alaaac  two  yaara  coaamar  lataiaat  rata*  ta  >««  Jaraar  hava  \»mi 
It—  to  ilu  anil  fall,   llattad  salr  br  Htm  J*t*ty' t  iOt  crtalnal  naurr 
law.   I.J  £.   ]C;ll-l«.     DaapUa  «wi  parieda  «f  falllai  Batlenal  Iniataat  rata*. 
intaraai  lataa  loaa  and  111  tad  ta  ceaa  dnvn  mi  paramal  loana  bj  Raw  Jaiaay 
banka  and  Flnaoca  coapantaa.     iacond  aottiata  rataa  br  baoka  flrat  tea*  Is 
a  parlad  of  niilBnallr  daellnlnf  rataa.  (haa  (all.     lacand  aoTifai*  act 
lleaaaaa  lacaa  fluctuatad  ontr  abova  tha  KB  aaik.     ticapc  (or  bank  aacoad 
■oitMla  leaaa   (tiblcb  aaawd  evarprltad  In  Eunay*  1  and  J),  tha  ctadltora 

af   lawar  loaa  rataa.     In  ahori     ^uaiAtr  Inttraat  lalaaiMr*  ^alcklT  lalaad 
and  in  laaaTal  hava  yat  t«  ba  lovarad.     tavaral  aatlooal  linaaea  toa^aataa 
art  chatitot  Naw  Jaiaay  conaiwaia  blthat  tata*  than  th«r  charia  thalr  Raw  Tork 
cuatoaara.     Tha  Naw  Jaraaj  anpailaaiic  In  Intaraat  rataa  "fTaalr"  taapoodlac 

Includlni  innar  cIct  Barehanta     auto  daatara     flnanca  coivanla*,   aacanf  aotitaia 
tandar*.  and  laauranc*  praatia  fleanelat*.  hav*  cfaatfad  aicaaaltalT  hl|h  raraa 
of  30Z   (a  faw  avan   axeaadlii|  301),  caualni  ona  to  concloda  that  a   VU  calltof 
doaa  Dot  adaquatal;   ptataet  ■*»  Jaiaax  -cenauaara  aialaai  Intaiaac  rata  louilBt. 
Tha  laaiBD  aaaaa  ta  ba  that   II   tba  U|lalataT*  laialliaa  a  hilh  »ta     than  aaaj' 
ciadltoi*  will  not  baaltat*  ta  chaiia   that  rata  rraa  la  parloJa  ahaa  tha  «aat 
of  Mn*r  la  lov.     la  caatraat,  Hn  Tork'a  lit  calllot  piatacta  caMMara 
wltboat  Ualllai  tha  avallabllltT  of  cradtt. 
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nc*  !•  M.HX. 
rata  f  M.SU. 


Ml  r«""ta(a  ratal  craUt  kjri  ' 


I  at  Ml  -nr   -'  farnatafa  fata  <aa  tft  «aa  Jtaelaaai 

-  Vaa*  Mr  mU  M  ».*M. 

•  Baal  car  aala  at  It.fM.  aaatract  of  6«Mial  T«|Ma,  »i>l»>a4  ta 


-  laaalta  a(  lataraat  Rata  •army  kf  lwili»Ma<  Baak  a(  Bnt  TaHu 
•  MNt  Ira  «•■  ««rk  laak*  Ckaistas  •■  CtaUt  ft*  Caak  Mnwaat 
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"SMMKCE  AND  OTWeR  OWIOWIM.  ■iSWt- 


.CCWON   TO   A^MIOVI   -I 


TMi  VEHKU  ON  fUBUC  HMHWAVS. 
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vAiuiuuie<U)met     . 
Kohoufek  haw 
m  effect  on  consumer 
^interest  rates? 

It  Mcm  Gle  in  odd  quotion.  M  wccm't 
hdp  but  note  ■  tiriking  smiUrity. 

ftonmbcr  the  Comet  KohcNiick?  It  m)l9T4.  .■.■.! 

' '  '  "        '  Kohoutdcwuio  provide  the  iky  dww  of  the  ■■■■'■k. 

cenluiy.BtiliinovcdlobenWRiincdiacwat.  '. '  - 

..^^  /;         tlunaotlMiiroiK.Ka)K)utdcrKvtrriio««d.  'j- 

Bidt  in  Odober  of  ihb'ycu,  wc  uw  aiKither 


Some  banks  annouiHRl  a  drop  in  ar  loan  nu, 
■nd  the  biamesi  pKB  inmcdMldy  btgu  htnld- 
in{  a  nujor  movement  Kmard  tower  bonot>in(  . 
cofts  for  ODftstunef^ 

What  actually  happened? 

WUL  (he  avenge  tMefot  lale  on  a  car  kian 
loda}  ai  major  New  \M[  banki  B 17  jxroenL 
The  avctue  rale  00  a  penonal  loan  B 1 9  penenL 
.'.'     YclIlMpnnieraleiinSpcicenLAndtheastor 
fiMMb  that  banki  bonow  bom  one  another  a 
■bom  B.73  perceoL 

For  consunen,  at  other  words,  ntcRttraiei 
have  yet  to  oomc  down  fiom  the  heavens. 

\A  U  the  Ama^nMlcd  BaiA  of  New  ))Nk 
think  the  Mxfcjng  men  and  wooien  of  Ihit  oty 
desene  more  dian  a  (ood  show  11  the  media. 
Tbey  deserve  the  tame  break  on  inuest  rales  that 
biMmesses  are  getting.  Thttjlitdkmtiri'^ 
,  m/an>«le£>iU«MbMj'a)«)riWFf«nfa 

JbnvMMt  M  W  emoBMCn-^  naff 

.  >  Itwouldbeagieatwayiobe^getlbekng 

awaited  eoonocnic  iccomy  imda  way. 

At  lor  Kohomek-^wdTwc  deal  reafly  mean 
to  tuggot  that  odeitial  events  can  alTeci  ODONOMr 
inieresi  nio.  We  jiat  cani  flgure  out  whiA 
keeping  iboK  rates  In  ortaL 

Amal^mated  Bankof  New^bik 

^  Americi^  only  bbor  bank. 

■''  nw  tow%  T,fs,».  Jan.lO,  IMJ 
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S.  730  WOULD  PROHIBIT  STATE  REGULATION 

Senator  Proxmire.  Then  on  page  2,  the  first  full  paragraph  of 
your  statement,  you  say  S.  730  would  prohibit  state  regulation  of 
almost  every  aspect  of  the  consumer  financial  transactions.  No 
matter  how  predatory,  no  matter  how  unfair,  no  matter  how  wide- 
spread the  lending  practice  may  be,  any  loan  for  any  rate  of  inter- 
est on  any  terms  would  be  legal. 

Mr.  Nishimura.  Senator,  what  I  was  attempting  to  say  at  that 
point  is  that  should  you  run  across — for  instance,  in  Washington, 
D.C.,  when  reporter  Ellen  Kingsley  ran  across  a  certain  kind  of 
scam  that  was  going  on  on  second  mortgage  loans — should  you  run 
across  that  kind  of  thing  in  any  State  and  the  State  would  want  to 
move  to  prevent  that  type  of  thing  happening  because  the  State 
thought  it  was  predatory,  I  believe  that  S.  730  would  prohibit  the 
State  from  doing  so. 

Senator  Proxmire.  Except  the  State  can  override? 

Mr.  NiSHiMURA.  Yes,  Senator,  1  was  about  to  respwnd  to  Senator 
Garn's  statement.  We  don't  believe  that  that  is  realistic. 

Senator  Proxmire.  Why  not? 

Mr.  NiSKiMURA.  I  worked  in  Arkansas  for  8  years  as  a  consumer 
advocate,  and  I  think  that  that  provision  turns  the  tables  on  con- 
sumers trying  to  protect  their  rights  in  the  State.  It  is  vastly  differ- 
ent from  us  being  in  a  position  where  we  have  to  protect  existing 
circumstances. 

Senator  Proxmire.  In  Arkansas  you  have  two  of  the  most  sensi- 
tive Senators  in  this  body,  Pryor  and  Bumpers.  They  were  after 
this  committee,  pleading  with  us  on  bended  knee,  believe  me,  to  do 
something  about  that  Arkansas  provision  in  the  constitution  that 
had  a  usury  ceiling  that  they  just  said  made  business  impossible. 

They  said  banks  couldn't  do  business,  that  the  people  who  were 
in  the  automobile  business  couldn't  do  business.  People  had  to  go 
out  of  State  in  order  to  buy  cars.  They  couldn't  borrow  money  at 
the  10-percent  limit. 

Mr.  NisHiMURA.  Senator,  there  are  a  lot  of  responses  to  each  of 
your  points  there  because  Arkansas  used  car  dealers  and  new  car 
dealers  were  advertising  to  people  to  come  over  the  line  and  buy  in 
Arkansas,  because,  they  were  saying  "look,  if  you  pay  10  percent, 
your  actual  car  will  cost  $1,700  less  than  if  you  buy  in  Memphis." 

But  as  to  your  initial  point 

Senator  Proxmire.  Let  me  just  say  that  both  Senators  Pryor  and 
Bumpers  are  very  sensitive  to  their  State.  They  are  very  close  to 
the  consumers.  I  am  sure  their  whole  record  indicates  that,  and  I 
would  be  shocked  and  surprised  if  they  weren't  reflecting  the  real- 
istic views  of  people  who  wanted  the  economy  to  prosper,  not  at 
anybody's  expense. 

ARKANSAS  CHANGES  LAW  TO  LIKING  OF  VOTERS 

Mr.  NisHiMURA.  Senator,  the  fact  that  Arkansas  has  changed  its 
laws  to  the  liking  of  the  voters  in  1982  is  proof  that  the  process 
works. 

The  reason  the  law  was  not  changed  earlier — as  I  mentioned  in 
my  written  statement— was  because  lenders  were  asking  for  too 
much.  They  were  not  only  asking  for  higher  rates;  they  were 


jdbyGoOglc 


149 

asfcing  for  a  wide  variety  of  ratee  that  Louisiana,  for  example.  itn> 
poses.  They  were  asking  for  a  weakening  of  the  definition  of  inter* 
est  rates,  lliey  were  asking  for  a  reduction  of  penalties  to  make  it 
almost  imposmble  for  anjrone  who  was  charging  a  usurious  rate  to 
take  them  to  court. 

We  said  that  to  them  in  1974.  The  lenders  didn't  go  to  labor. 
Hiey  didn't  come  to  consumer  groups.  They  said  this  is  what  we 
are  going  to  do  because  the  economy  needs  it. 

We  ami  that  is  never  going  to  fly,  and  it  didn't.  It  got  tromped  7 
to  1.  Th^  tried  it  again  in  1980  because  they  felt  they  had  another 
vehicle.  They  felt  they  did  not  have  to  confer  with  affected  groups 
lond  to  those  types  of  needs  that  the  consumers  had  ex- 


They  felt  they  had  a  vehicle  in  a  proposed  constitutional  rewrite 
in  Arkansas,  that  would  force  the  issue  through. 

It  is  a  long  story,  but  what  happened,  we  believed,  was  that  the 
issue  dragged  the  constitution  down  in  1980. 

Finally,  in  1982,  lenders  came  to  the  position  of  asking,  "All 
right,  wtutt  do  you  want?"  We  submitted  a  peige,  saying,  do  not 
touch  the  penalties.  Do  not  change  the  definition  of  interest.  We 
are  willing  to  accept  higher  rates  in  this  range. 

That  was  what  the  legislature  passed.  It  was  put  on  the  ballot 
and  passed  in  1982.  The  process  worked  because  it  was  a  negotia- 
tion. 

Senator  Proxmirb.  We  should  try  to  apply  that  lesson,  if  mem- 
bers of  the  conamittee  want  to  think  about  this.  If  this  le^lation 
were  to  prohibit  unconscionable  rates,  as  you  put  it,  what  should 
the  limit  be? 

Mr.  NiSHOfURA.  Senator,  you  know,  it  would  be  a  shot  in  the 
dark. 

Senator  Pboxmirb.  We  often  shoot  in  the  dark.  [Laughter.] 

Mr.  NiSHDfURA.  I  don't  know  what  the  limit  should  be,  Senator.  I 
leave  it  up  to  your  judgment  on  that. 

I  don't  approve  of  Federal  preemption  that  would  go  across  all 
State  lines. 

USURY  CBIUNGS,  WERE  NOT  THE  PROBLEM 

Senator  Proxmire.  Mr.  Schechter,  you  cite  the  fact  that  as  mort- 
gage interest  rates  declined  after  the  passage  of  the  Depository  In- 
stitutions Deregulation  Act  of  1980,  that  is  an  argument  that  usury 
ceilings  were  not  really  the  problem. 

Do^n't  the  decline  also  suggest  that  there  is  adequate  competi- 
tion in  the  marketplace  to  prevent  interest  rates  from  skyrocketing 
if  we  remove  all  usury  ceilings? 

Mr.  ScHBCHTER.  The  adequate  competition  came  along  after  the 
economy  became  quite  weetk,  when  we  had  about  10  million  people 
unemployed  and  when  our  manufacturing  capacity  utilization  was 
going  down  to  where  it  reached  the  point  of  67  percent — and  we 
are  just  up  to  68  Vi  percent  now. 

Of  course,  there  was  nobody  who  wanted  to  borrow  much  money 
for  business.  Se,  we  be^an  to  get  more  money.  And  I  say  if  that  is 
the  process  we  think  we  have  to  live  with,  we  have  lost  our  eco- 
nomic creativeness  in  this  ooimtry. 
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Senator  Phoxmibe.  But  that  is  always  the  case,  ian't  it?  You  are 
a  very  competent  economist.  You  know  perfectly  well  that  in  peri- 
ods of  unemployment,  and  so  forth,  interest  rates  fall;  in  periods  of 
vigorous  activity  and  recovery  they  tend  to  rise. 

Mr.  ScHECHTER.  Sure,  but  how  much  time? 

Senator  Phoxmire.  But  overwhelming  everything  else? 

Mr.  ScHECHTER.  The  question  is  how  much  time  do  we  have  to 
spend  in  these  adjustment  periods  with  the  process  we  have? 

We  stilt  have  the  same  process  we  have  had  for  the  last  40  years, 
and  the  economy  has  changed.  It  has  changed  the  whole  nature  of 
capital  flows  and  of  savings  and  investment  decisions. 

We  are  still  trying  to  live  with  something — after  all,  the  Federal 
Reserve  was  created  70  years  ago.  We  ought  to  make  some  modifi- 
cation to  fit  present  circumstances. 

Senator  Proxmire.  Ms.  Broadman,  in  your  testimony  you  talk 
about  abuses  in  States  where  usury  limits  have  been  removed. 

Could  you  give  us  some  examples  of  the  abuses? 

Ms.  Broadman.  In  Arizona,  when  usury  ceilings  were  lifted 
there,  legal  services  lawyers  reported  contracts  with  interest  rates 
of  50  percent  and  more. 

The  types  of  business  we  are  talking  about  typically  involve  con- 
sumers who  have  language  problems,  consumers  who  are  unsophis- 
ticated, low  income,  uneducated,  who  don't  understand  the  con- 
tracts that  they  are  signing. 

Senator  Proxmire.  Well,  that  is  a  serious  charge. 

For  the  record,  could  you  give  us  as  many  examples  as  possible? 

Ms.  Broadman.  I  would  be  happy  to  do  that. 

[Information  follows:] 
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BeCh  CllDKi 

Senate  Banking  Connlttee 
.SD-53ft 
Washington.  D.C.   20510 

Dear  BeCb: 

Enclosad  ate  some  uacerialB  daacriblng  tbe  high  interest 
lates  cbarged  on  loans  In  Arizona  as  uell  as  In  other  states 
that  have  raised  or  ellniDaced  their  UGurjr  ceilings.   Please 
Include  tbem  in  the  record  for  tbe  heatings  on  federal 
praaaptioo  of  state  usury  ceilings. 


Sincerely, 

'Ellen  Broaduan 
Counsel  for  Government 
Affalts 


EBinj 
EncloButas 
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Soutnem  Arizona  Legal  Aia,  Inc. 
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kpcil  10,    19S1 


B*:      Osury  Limits 

Dear  Claranca: 

%■  I  aKplained  in  our  phona  convarsicion  on  Ape 
9,    198i,    since  hrizona  abolimhad  oBucy  coatrictions   on 

April  23,  19B0,  many  pcoblems  have  ocearred.  The  mosC  dr 
ouitic  early  indication  o(  pcoblos  is  in  Uia  used  car  mar 
In  this  markec  there  is  eaaenCially  SOt  hi^hac  than  etie  p 
liinic  oC  121  add-on  intarast  tappronloately  Zlt  UR)  to  t 
present  pcavailin?  norkac  rata  of  181  add-on  (approxinata 
H»  APR)  . 

To  indicata  soma  o' 
I  have  included  copies  oC  2  c 

Bdvertiaenents.  The  one  contcacc  loc  mui  urocneri ,  ldc. 
is  particularly  hard  to  read,  but  the  APR  on  that  contract 
is  SO.Slt.  xas  fifty  not  thirty.  In  fact,  if  you  assune 
regular  payments  instead  of  a  45  day  first  period,  the  APR 
calculation   is   closer  to  5]t. 

The  other  contract   from  Century  Motors    is   also, 
unfortunately,    difficult  to  read,   but  it  has  an  APR  of 
32.461.     This  contract  Is  dated  29  days   after  tha  new  law 
went  Into  effect. 

I  have  put  a  capita] 
iseoents  to  identify  then.  I 
■  igoKicance  ot    thasa  ads   as    1   leen  uiam. 

A.     Since  last  sutomer  O'Railly  Spaadway  has 
consistently  advertised  at   1H%  add-on  or  Oatusan  311  and 
32%  APR  depending  on  the  length  of  the  loan.     lou  can  saa 
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Smgm  2 

kptii  10,  Ull 


Mil  prlDtsd  axaivlaa  balow  th«  li*u  of 


B.  Tha  HlEala  Hlla  Mol:ars   wlvartlaaBuita  alas 
raflBCti  Ln  «ull  print  kPR'a  of  approxlsataly   31. St  Hicacla 
Hila  Hotora  haa  azpuidad  dcojuUcBlly  ilnca  the  uaucy  law 
waa   abollahad. 

C.  Th«  'tncoaa  T«x  Kafiutd  Sala*  la  for  Blu« 
Oitp  Motora.      It  gives  you  aji  Idea  of  how  Bany  cara  Blu* 
Otip  baa   to  aall.      Towacds   the  middle  of  tba  top  la  tba 
City  of  C«ra   ad.      It   indicatea  an  APR  of  30.00*.      Tha  ad 
alao  indleataa  thalc  lack  of  co nca en  uith  your  cradle 
worthineaa      "no  credit  chocks* 

D.  j 

Ob*  of  tha   a    ,  

rlak  of  tha    loa.-i.      Ucwaver     ctieaa  lot 

30.001  dwni  paynent   and  the  financing  axcanda  only  Cor 

11  Bontlka.      Plus,    the  creditor  has  a   ■«cu;ity  IcCersst  in 
that  cfaarzy  oaad  car  joat  aold.      Zt  the  creditor  arquei 
that  t.he  secur-ity  is  valnalaaa   then  ma^a  tha  initial  a&la 
waa  fraudulent   (i.e.   aalltn^  a  'lanon'] .      Tha  botton  Una 
ia   that  the  high  risk  Mgimant  does  not  cut  It.      Tfia  daalar 
baa  all  of  hla    iovestment  back  by  tl^e  second  payaant. 

Alao,  notice  the  large  ada  for  buy  tog  cara.  tha 
uaad  car  daalers  ace  anxious  to  get  thalrTaHaa  on  cara  ba- 
cauaa   th«y  can  make  so  much  money  dti  tiia  financing. 

low  hungry  used  car  daalara 
ivorita     tHe  O'ltallly  fra* 
i.»**i*Mi.    •jLk.Kt         nui-e    X.U    uit   exuaples   APR  s  -of    31. 4C         Th* 
plain  fact  ii  that  financing  iu«a  c^urs  at   31. St   la  vary   lucra- 
tlva.      Glva  ma  uare  coie   is  the  current  cry. 

F|G,    t  B  -  Along  the  aama  theBa.    you  can  aay  now 
aany  cara  Bluaa  Chip  Motora  and  City  of  Cara  baa  to  odvartlaa. 
In  B,   you  can  aaa   that  they  have  t>ia   largaat  advartlaaoaata 
for  bcylng  uaad  caxa.     Alao,   notica  that  cradlt  worthinaaa  ia 
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absolutaly  no  considarstion  Coi  thas*  two  conipiinlaa.  Thay 
saka  lo  Buch  monay  on  eha  down  paymaat,  anorbituit  intacaat 
chac^aa  and  aubiaquant:  i:*poasaaalon  raaala,  that  tnaaa 
companlas  oaad  not  be  wocried  ationt  eha  buyac'i  abilicy  to 
paclom  tUa  contxace.  Thia  ia  ■  tranandou*  dan^ac,  ubara  a 
ccadltQC  no  longar  looha  to  perfocnanca  of  tha  eantzact  tana* 
in  antaring  a  conEcoct.  Tba  rsault  i*  usually  anfortunatta 
for  tha  buyar- 

Tha  bi^gaac  problam*  wa  tiava  >aan  aLoca  tha  Law 
abollahing  uaucy   Limita   if    in  hooa  aquity   landing  and  uaad 
car   landing.      It  ia   claac  to  na  in  raviowing  nany  contracts, 
interriaving  hundrada   of  elianta   and  rovlaving  nawapapac  ada, 
that  discloaura    laws  and  tha  conpatition  of  a  fraa  Barkat 
placa  do  not  pi:otact  consuaar*.      Tha   raiaoval  ox  rastructucing 
of   conaunar  protactions   lika  usury    limitaCions   ia   in  ny 
opinion  ill-advised  and  a  graat  dlaservlca  to  the  conatitnancy 
your  legislator's  aarva. 

If  you  have  any  questions,   faal  Irea  to  give  na 
a  call. 

Sincerely, 

soornzsK  mlizora  lbsu  ud,  nc. 


^^I^-(^c 
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8TATE  OVERRIDE  PERIOD 

Ms.  Broadman.  Also,  let  me  just  interject  something  about  the 
State  override.  You  are  allowing  State  override  for  3  years.  One  of 
the  concerns  that  I  have  with  something  like  that  is  several  States 
now  are  experimenting  with  no  usury  ceilings.  If  in  5  years  they 
discover  that  there  are  serious  abuses  find  they  decide  they  want  to 
reinstate  the  usury  ceilings,  under  your  bill  they  could  not  do  that. 

Senator  Proxmire.  So,  you  would  extend  that? 

Ms.  Broadman.  Indefinitely.  So,  if  a  State  ever  wants  to  over- 
ride, it  should  be  able  to  do  so. 

Senator  Proxmire.  If  this  l^^lation  does  move  forward,  do  you 
think  it  should  provide  for  indexed  rate  ceilings  rather  than  not  at 
all? 

Ms.  Broadman.  If  you  decide  to  adopt  the  Federal  usury  limit,  I 
do  think  it  should  be  indexed. 

Senator  Proxmire.  Is  there  anything  in  this  bill  that  would  pre- 
vent States  from  insisting  on  plain  English  in  their  contracts? 

You  make  a  good  point  that  the  consumer  is  easily  confused  by 
using  all  kinds  of  complex  commercial  terms  or  l^al  terms,  but 
why  can't  the  State  remedy  that?  Why  would  this  law  prohibit  the 
State  from  taking  action? 

Ms.  Broadman.  The  State  could  do  that.  The  point  that  I  was 
making,  though,  is  that  if  you  are  going  to  abolish  all  State  usury 
ceilings  and  open  up  the  market,  the  unsophisticated,  to  possibly 
unfair  credit  charges,  the  least  you  should  do  is  require  that  those 
contracts  be  written  in  language  people  can  understand. 

Senator  Proxmire.  Well,  the  State  can  do  that. 

Mb.  Broadman.  The  States  could  do  that,  but  I  think  you  have  a 
responsibility,  since  you  are  erasing  a  body  of  important  consumer 
protection  laws,  to  try  and  give  consumers  the  tools  to  protect 
themselves  against  the  possible  abuses  that  are  created. 

Senator  Proxmire.  As  the  chetirmim  said,  why  can't  we  do  that 
through  Truth-in-Lending? 

Ms.  Broadman.  Truth-in-Lending  just  requires  the  disclosure  of 
key  contract  terms.  It  does  not  require  at  ml  that  the  main  tenna 
of  the  contract,  or  any  part  of  it,  be  written  in  plain  Ekiglish  that 
people  can  understand. 


jdbyGoOglC 


171 

It  is  a  very  diflerent  statute  than  the  statute  we  are  proposing. 

Senator  Proxmire.  Thank  you.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Let  me  try  once  again  on  the  3-year  override 
period.  Any  State  can  reassert  jurisdiction  during  that  3-year 
period,  but  they  do  not  have  to  estabhsh  particular  ceihngs. 

Down  the  line  then  they  can  establish  ceilings,  if  they  have 
found  abuses.  They  have  a  3-year  period  to  say  that  we  want  to 
reassert  our  jurisdiction.  That  does  not  mean  they  have  to  be  spe- 
cific during  tjie  3-year  period  of  time. 

I  am  also  puzzled  with  both  Mr.  Nishimura  and  you,  I  am  nor- 
mally the  one  who  is  the  States'  rights  advocate.  Very  rarely  have 
I  heard  a  consumer  group  testify  so  strongly  in  favor — "don't  touch 
those  States." 

I  wish  we  could  have  the  same  viewpoint  on  many  other  things. 
But  your  normal  positions  on  these  things  are  that  the  Federal 
Government  should  tell  the  States  to  do  most  everything,  that  they 
are  not  competent,  capable,  responsible,  and  we  must  run  to  Con- 
gress to  demand  those  things  be  done. 

Is  there  a  double  standard  here  with  both  your  organizations 
having  such  such  a  strong  "don't  preempt  the  States '  position? 
That  is  about  the  first  time  I  have  heard  that  in  8  years. 

Ms.  Broadman.  I  would  like  to  address  both  points. 

The  first  point  is  that  the  States  who  feel  there  are  no  abuses 
may  not  reassert  their  right  in  this  area  for  the  next  3  years, 

I  don't  see  any  reason  why  you  should  be  precluding  them  at 
some  future  date — 5  years  or  4  years — to  decide  they  do  want  to 
reassert  that  right  and  they  do  want  to  protect  the  people  in  their 
States  from  unconscionable  loan  sharking. 

The  second  point  is,  we  have  always  taken  the  position  that  good 
State  consumer  protection  laws  should  not  be  preempted.  You  will 
note  that  with  a  lot  of  the  consumer  credit  statutes — what  you 
have  done  is  create  a  Federal  standard  but  you  have  allowed  more 
protective  State  laws  to  remain  intact;  for  example,  in  the  Elec- 
tronics Funds  Transfer  Act — and  we  have  supported  that. 

So  there  is  not  a  dual  standard. 

The  Chairman.  Do  you  really  think  that  loan  sharking  would  be 
prevented  by  any  law  that  we  pass? 

As  I  was  discussing  earlier,  when  you  weren't  here,  consider  the 
back  room  operator  who  is  outside  the  sphere  of  legitimate  busi- 
nesses. Do  you  really  think  that  anything  we  do  with  the  usury 
ceilings  will  prevent  that  back  room  operator? 

The  point  I  make  is  that  when  you  have  an  unreasonable  usury 
ceiling  during  a  period  of  high  interest  rates  you  force  the  poor  and 
unsophisticated  to  go  around  the  back  of  the  warehouse  and  to  the 
guy  with  his  pocket  full  of  money  on  the  street.  That  kind  of  loan 
sharking  does  exist. 

I  don't  think  you  can  prevent  that,  but  I  think  usury  ceilings  can 
make  it  worse. 

Mr.  Nishimura.  Senator,  it  is  one  thing  to  try  to  prevent  it,  and 
it  is  another  thing  to  make  it  legal.  But  I  think  loan  sharking  will 
always  exist  to  some  degree. 

The  Chairman.  Let's  be  realistic.  We  are  not  talking  about  li- 
censing somebody  who  operates  out  of  a  warehouse.  We  re  tftlking 
about  a  Intimate  business  chartered  under  the  banking  laws  of 
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the  State  and  the  finance  companies  that  are  subject  to  investiga- 
tions, audits,  and  all  of  that  sort  of  thing. 

We  are  talking  about  two  different  things.  The  loan  sharking  of 
the  kind  that  goes  on  out  the  back  door,  is  not  l^al  under  any  or- 
cumstances,  under  any  State  or  under  any  Federal  law. 

Now,  a  lot  of  the  people  you  are  talking  about  are  incredibly 
abused  by  that.  So,  if  you  have  an  arbitrary  usury  ceiling  that 
denies  them  credit  from  legitimate  licensed  lenders,  you  are  forcing 
more  of  those  people  to  go  to  that  guy  on  the  street. 

You  know  what  I  am  talking  about — the  traditional  view  of  a 
loan  shark — it  ian't  the  local  savings  and  loan  across  the  street 
that  has  a  big  sign  and  advertises  ita  rates  and  has  to  comply  with 
all  the  laws  of  the  State,  Truth-in-Lending,  truth  in  leasing,  fair 
credit  reporting,  equal  credit  opportunity,  and  all  of  those  other 
protections  that  exist  and  should  exist. 

Mr.  NiSHlMURA.  Mr.  Chairman,  what  my  comment  was,  is  that 
loan  sharking  will  exist  no  matter  what  laws  you  passed.  There  are 
some  groups  of  borrowers  that  would  never  qualify  for  credit  no 
matter  how  high  the  interest  rates.  No  law  is  going  to  wipe  out 
loan-sharking  activities. 

The  second  point  that  I  would  like  to  make  relat«8  to  the  New 
York  study.  In  New  York  the  rates  shot  up  from  18  percent  to  25 
percent.  And  from  the  study  by  their  own  bemking  department 
there,  there  was  virtually  no  liberalization  of  credit  standards, 
which  leads  us  to  ask  the  question,  well,  how  many  high-risk 
people  are  going  to  be  getting  money  at  35  percent,  how  many  at 
40,  how  many  at  100? 

The  information  is  not  there  for  us  to  answer  that  question. 

Going  back  to  your  initial  question  about  States'  rights,  I  think 
in  terms  of  S.  730,  if  it  makes  sense  to  have  a  provision  to  opt  out 
of  it,  I  think  it  makes  sense  to  have  a  provision  to  opt  into  it.  We 
suggest  that  S.  730  seek  to  pass  a  law  that  allows  States  to  opts 
into  the  Federal  preemption  rather  than  opt  out. 

In  terms  of  whether  or  not  CFA  has  supported  States'  rights 
before,  yes,  we  have,  tind  I  believe  the  standards  that  we  use  were 
described  by  Ms.  Broadman. 

The  Chairman.  From  a  very  practical  standpoint,  you  probably 
don't  need  to  worry  about  it  too  much.  Frank  Annunzio  is  still 
alive  and  well  in  the  House  of  Representatives,  and  whatever  he  is 
likely  to  do  I  am  sure  he  will  do.  So,  whatever  we  do  here  in  the 
Senate,  when  you  can't  even  get  a  simple  1-year  extension  of  the 
agricultural  and  business  credit  provisions  as  sophisticated  aa  those 
borrowers  are,  to  be  honest  and  realistic,  eis  I  always  try  to  be,  Frank 
is  alive  and  well.  [Laughter.] 

But  we  do  very  much  appreciate,  very  sincerely,  your  willingness 
to  come  and  testify  before  us  today.  Thank  you  for  your  testimony. 

The  committee  is  adjourned. 

[Whereupon,  at  12:05  p.m.,  the  committee  was  recessed,  to  recon- 
vene at  2:30  p.m.,  this  same  day.] 

AFTERNOON  SESSION 

The  Chairman.  The  committee  will  come  to  order. 
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Gentlemen,  we  appreciate  your  being  here  this  afternoon  to  tes- 
tify. 

We  had  a  long  number  of  witnesses  at  this  morning's  session.  It 
is  rare  that  we  have  an  afternoon  session,  but  necessary  because  of 
the  number  of  witnesses  we  had  on  this  particular  subject. 

We  are  happy  to  have  you  with  us.  Mr.  Dixon,  if  you  would  like 
to  b^n,  please. 

STATEMENTS  OF  BILL  W.  DIXON.  FIRST  VICE  PRESIDENT,  FIRST 
WISCONSIN  MILWAUKEE  BANK.  MILWAUKEE,  WIS.,  ON  BEHALF 
OF  THE  AMERICAN  BANKERS  ASSOCIATION:  BRUCE  McNEILL, 
PRESIDENT.  SUPERIOR  FEDERAL  SAVINGS  AND  LOAN,  FORT 
SMITH,  ARK..  ON  BEHALF  OF  THE  U.S.  LEAGUE  OF  SAVINGS  AS- 
SOCIATIONS: JAMES  BARR,  EXECUTIVE  VICE  PRESIDENT, 
CREDIT  UNION  NATIONAL  ASSOCIATION;  LESLIE  R.  BUTLER, 
EXECUTIVE  VICE  PRESIDENT,  FIRST  PENNSYLVANIA  BANK, 
N.A.,  BALA  CYNWYD,  PA..  ON  BEHALF  OF  CONSUMER  BANKERS 
ASSOCIATION;  AND  ROBERT  B.  EVANS.  PRESIDENT.  AMERICAN 
FINANCIAL  SERVICES  ASSOCIATION.  WASHINGTON,  D.C. 
Mr.  Dixon.  Thank  you,  Mr.  Chairman.  I'm  Bill  Dixon,  first  vice 
president  of  the  First  Wisconsin  National  Bank  in  Milwaukee,  Wis. 
Today,  as  a  representative  of  the  American  Bankers  Association, 
I  have  a  very  brief  written  statement  I  would  like  to  read  and  then 
be  available  to  answer  questions. 

I  currently  serve  on  the  executive  committee  of  the  Association's 
Bank  Card  Division.  Bank  cards  are  my  business. 

Our  membership  consists  of  over  90  percent  of  the  approximately 
14,500  full-service  banks  in  the  country,  including  many,  memy 
small  banks.  We  thank  you  very  much  for  the  opportunity  to 
appear  and  present  our  views  on  S.  730. 

Not  surprisingly,  we  are  appearing  in  favor  of  S.  730.  Much  of 
the  testimony  this  morning  covered  some  of  the  points  I  am  going 
to  try  to  make,  so  I  won't  repeat  those  this  afternoon. 

We  had  hoped  originally  that  this  type  of  legislation  would  have 
been  part  of  the  Garn-St  Germain  bill  in  the  last  session  of  Con- 
gress but  it  v/as  not  part  of  the  final  package. 

As  you  know,  the  original  1980  Depository  Deregulation  and 
Monetary  Control  Act  did  eliminate  State  restrictions  on  interest 
rates  on  first  mortgage  loans  and  it  has  also  provided  a  recently 
expired  3-year  limited  override  on  State  limits  on  business  and  ag- 
ricultural loan  interest  rates,  which  the  chairman  referred  to  this 
morning. 

When  our  cost  of  funds  soared  in  1980  and  1981,  it  weis  possible 
to  continue  to  make  financing  available  for  housing,  farming,  and 
small  business,  although  at  higher  rates  because  of  the  1980  act 
which  deregulated  State  limits. 

We  could,  therefore,  negotiate  loan  rates  reflecting  our  cost  of 
money.  That  was  very  important  in  the  1980-81  period.  That  would 
not  have  been  possible  if  we  had  been  locked  into  artificially  low 
State  usury  ceilings. 

Consumer  credit,  on  the  other  hand,  during  those  periods — the 
volume  of  consumer  credit  decreased  dramatically,  primarily  be- 
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cause  banks  and  other  lenders  looked  elsewhere  for  investments  be- 
cause they  were  locked  into,  again,  archaic  State  usury  limits. 

At  least  in  the  Midwest  we  have  not  heard  any  horror  stories 
about  unconscionable  rates  being  charged  during  this  period  in  the 
housing  market.  The  allusion  this  morning  to  unreasonably  high 
rates  on  second  mortgage  loans  has  not  been  characteristic  of  our 
experience. 

As  you  know,  the  liability  side  of  our  balance  sheet  is  rapidly 
being  deregulated,  and  common  business  sense  dictates  that  the 
asset  side  should  receive  the  same  treatment.  In  our  business  we 
need  a  reasonable  spread  between  our  cost  of  funds  and  interest 
income. 

From  a  political  standpoint,  it  makes  sense  to  us  to  pass  com- 
plete Federal  preemption  during  the  current  period  of  lower  inter- 
est rates,  since  passage  really  isn't  going  to  have  much  of  an 
impact  on  business  or  consumers  or  eigriculture  during  this  current 
interest  environment. 

Finally,  passage  would  be  consistent  with  the  ultimate  goal  of 
complete  deregulation  of  the  financial  industries.  We  commend  the 
efforts  of  this  committee  in  providing  this  forum,  and  thank  you 
for  the  opportunity  to  make  our  views  known  again. 

[The  complete  statement  follows:] 

Prepared  Statement  of  the  American  Bankers  AsaociATtON 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Bill  W.  Dixon  and  I 
am  First  Vice  President  of  First  Wisconsin  of  Milwaukee  Bank,  in  Milwaukee,  Wis- 
consin. I  appear  today  representing  the  American  Bankers  Association.  I  currently 
serve  on  the  Executive  Committee  of  the  Association's  Bank  Card  Division.  Our 
membership  consists  of  over  90  percent  of  the  approximately  14.500  full  service 
banks  in  this  country,  including  over  12.000  community  banks  with  deposits  of  $100 
million  or  less. 

Our  Association  welcomes  the  opportunity  to  present  our  views  on  S.  730,  the 
Credit  Deregulation  and  Availability  Act  of  1983.  This  legislation  would  eliminate 
the  patchwork  of  state  law  and  regulation  which,  in  many  cases,  operates  as  a  bar- 
rier to  the  normal  flow  of  interstate  commerce,  by  federally  overriding  all  existing 
state  usury  restrictions. 

Approximately  two  years  ago  we  testified  before  this  Committee  on  a  bill  very 
similar  to  S.  730.  That  bill,  S.  1406,  eventually  was  included  as  Title  6  of  S.  1720,  of 
which  was  the  genesis  of  the  Garn-St  Germain  Act  of  1982. 

It  is  unfortunate  that  Title  6  ended  up  on  the  cutting  room  floor  last  Congress. 
Our  Association  has  always  strongly  supported  elimination  of  usury  ceilings,  since 
they  serve  no  useful  purpose  and  tend  to  harm  those  for  whose  benefit  they  are  al- 
l^edly  implemented.  We  also  feel  that  it  is  appropriate  that  deregulation  of  the 
asset  side  of  bankings  balance  sheet  be  undertaken  at  the  federal  level. 

While  the  federal  government  has  taken  an  active  role  in  impacting  the  liability 
side  of  the  ledger,  it  has,  with  the  exception  of  limited  actions  in  the  9€th  Congress, 
left  the  regulation  of  the  asset  side  of  the  ledger  up  to  the  individual  states. 

Recent  developments  in  the  marketplace  highlight  the  need  for  action  at  the  fed- 
eral level.  More  and  more,  customers  are  demanding  a  market  rate  of  return  on 
their  deposits.  The  creation  of  new  depository  instruments  which  yield  such  a 
return  increases  in  the  cost  of  funds  which  can  be  lent.  This,  coupled  with  the 
upward  pressure  on  coats  to  depository  institutions  brought  about  by  the  phase-out 
of  R^ulation  Q,  increases  in  the  cost  of  federal  funds  and  the  added  strain  resulting 
from  reserve  requirements,  increases  the  need  for  financial  institutions  to  be  able  to 
charge  a  market  rate  on  their  loans. 

Our  Association  has  a  longstanding  position  supporting  the  removal  of  all  artifi- 
cial constroints  on  the  ability  of  the  competitive  marketplace  to  determine  the  price 
of  credit. 
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BACKCKOUND 

A  brief  historical  review  will,  I  think,  put  our  position  In  perspective.  The  19K0 


contained  a  total  override  of  att  state  restrictions  on  interest  rates,  discount  points 
or  Tmance  charges  that  affected  first  mortgages  on  real  estate  and  manufactured 
housing.  It  additionally  extended  to  state  chartered,  federally  insured,  banks  the 
minimum  lending  rate  formerly  enjoyed  only  by  national  banks,  of  one  percent  over 
the  discount  rate.  It  also  provided  a  recently  expired  three  year  limited  override  of 
state  limits  on  business  and  agricultural  loan  rates. 
On  the  liability  side,  the  Act  provided  for  a  six  year  phase-out  of  federal  restric- 


tions on  the  amount  of  interest  depository  Institutions  could  pay  on  their  deposits. 
This  j<^  was  to  be  accomplished  by  the  Depository  Institutions  Deregulation  Com- 
mittee (DIDC),  which  was  established  by  the  Act.  The  Act  also  authorized  negotiable 
order  of  withdrawal  accounts  or  NOW  accounts,  with  which  we  are  all  now  familiar. 
This  had  the  effect  of  converting  a  large  number  of  formerly  noninterest  bearing 
demand  deposits  into  essentially  interest  bearing  checking  accounts.  The  Act  also 

EDvided  for  a  permanent  override  of  all  state  restrictions  on  the  rate  of  interest 
pository  institutions  could  pay  on  their  deposits,  so  that  the  only  remaining  re- 
straints were  federally  imposed. 

Since  1980,  DIDC  has  made  great  strides  toward  the  goal  of  total  deregulation  of 
interest  on  depoeits.  Currently  all  time  deposits  of  over  3  '/i  years  maturity  are  total- 
ly deregulated  and  any  rate  of  interest  may  be  paid.  IRA  and  Keogh  account  inter- 
est rates  have  been  deregulated  and  institutions  are  free  to  pay  market  rates  on 
them.  In  addition,  the  DIDC  has  created  shorter  maturity,  large  denomination  ac- 
counts the  rates  on  which  are  free  to  adjust  to  market  pressures. 

This  whole  deregulation  process  was  greatly  accelerated  by  the  Garn-St  Germain 
Depository  Institutions  Deregulation  Act  of  1982.  The  most  important  aspect  of  this 
legislation  was  its  directive  to  DIDC  to  authorize  a  new  money  market  account  "di- 
rectly equivalent  to  and  competitive  with"  the  money  market  mutual  funds.  This 
account  became  available  on  December  14,  19H2.  For  the  first  time  ever,  the  average 
consumer  or  small  businessman  with  a  minimum  deposit  of  $2,500.  can  receive 
market  rates  of  interest  on  a  readily  assessable,  federally  insured  account. 

Noticeably  absent  from  the  1982  Act,  however,  was  any  provision  to  futher  dereg- 
ulate the  asset  side  of  the  bank  ledger,  A  whole  new  portion  of  bankings'  liability 
portfolio  is  now  costing  market  rates  of  interest  (as  of  March  9.  1983  there  was  ap- 
proximately $200  billion  in  commerical  bank  money  market  deposit  and  super  NOW 
accounts),  without  any  concurrent  relief  on  the  asset  side  to  help  finance  these  new 
COBta.  We  recognize,  Mr.  Chairman,  your  efforts  in  1982  to  legislate  the  equitable 
balance  which  was  contained  in  the  original  version  of  S  1720.  As  we  mentioned  ear- 
lier. Title  6  of  that  bill  would  have  provided  the  fiscal  balance  which  S,  730  again 
seeks  to  provide. 

The  1980  and  1982  Acts  have  made  m^or  changes  in  the  structure  and  cost  of 
banking's  liability  portfolio.  The  new  money  market  accounts  have  made  the  rate 
paid  on  deposits  very  sensitive  to  market  pressures.  Banks  operate  on  "spread",  the 
difference  between  what  th^  pay  out  on  depoeits  and  what  they  take  in  on  loans.  In 
order  to  properly  manage  a  bank,  the  "loan  '  side  of  the  ledger  which  funds  the  pay- 
ment on  deposits,  should  be  equally  as  sensitive  to  market  pressure  This  cannot  be 
the  case  when  restrictive  usury  ceilings  inhibit  the  appropriate  business  to  market 

State  USU17  ceilings  governing  the  amount  that  creditors  can  charge  on  the 
monev  they  lend  are  often  the  product  of  inefficent  and  outmoded  concepts  of  so- 
callecl  "consumer  protection".  Given  today's  increasingly  dynamic  money  market, 
creditors  are  no  longer  able  to  assure  the  reasonable  availability  of  funds  for  con- 
sumers when  restrained  by  artificial  rate  ceilings.  Due  to  the  growing  divergence 
be^een  stote  usury  ceilings  and  current  economic  realities,  action  must  be  taken  to 
assure  the  reasonable  expectation  of  credit  availability  held  by  an  ever  larger 
number  of  Americans. 
nt  fallacy  of  usury  ceilings 

The  rationale  for  establishing  and  maintaining  usury  ceilings  has  historically 
been  based  primarily  on  the  socio-economic  intention  of  preventing  lenders  from 
charging  exorbitant  rates  for  credit.  They  have,  traditionally,  been  aimed  primarily 
allyf'---^- '-"- 


at  the  consumer  lender,  it  being  generally  felt  that  business  or  commercial  borrow- 
rticipants  in  the  marketpl  "'  ~-  ■     .  ..     - 

mad  financing  decisions. 


en  are  active  iiarticipants  in  the  marketplace  and  have  sufficient  business  ability  to 
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This  argument  has  always  ignored  the  most  important  aspect  of  the  system  which 
will  prevent  such  a  result — competition  among  lenders^and  its  current  use  ignores 
the  cadre  of  consumer  legislation  enacted  over  the  past  decade  which  insures  that 
the  consumer  is  adequately  informed  and  equitably  treated.  That  market  forcn 
truly  do  serve  to  determine  the  price  and  availability  of  credit  can  be  shown  by 
"real  life"  experience. 

Over  20  percent  of  the  states  have  totally  eliminated  usury  ceilings.  Not  one  state 
that  has  eliminated  ceilings  has  reimpoeeo  them.  In  fact,  a  referendum  to  reinstate 
a  lower  usury  ceiling  in  the  slate  of  Washington  failed  by  over  a  2  to  1  margin  in 
November  of  lost  year.  Clearly,  the  competitive  marketplace,  as  advertised,  is  work- 
ing in  those  states  where  it  is  allowed  to  set  an  appropriate  price  for  credit.  If 
anyone  were  being  overcharged  or  if  credit  prices  rose  to  be  out  of  line  with  neigh- 
boring states,  legislatures  would  have  been  forced  to  reimpose  interest  rate  ceilings. 
In  fact,  however,  the  marketplace  functions  better  than  legislated  ceiling  could 
ever  hope  to  work,  as  evidenced  by  a  recent  study  by  the  New  York  State  Banking 
Commission. 

In  1980  the  New  York  State  legislature  passed  legislation  which  eliminates  eseen- 
tially  all  currently  operative  interest  rate  ceilings  in  New  York.  The  legislation 
mandates  an  annual  report  from  the  Banking  Commissioner  to  assess  the  e^ect  of 
the  statute.  The  first  report  issued  in  early  1981  found  that  interest  rates  had  risen 
since  the  passage  of  the  bill,  which  was  no  real  surprise  since  prior  rates  were  unre- 
atistically  low.  More  importantly,  however,  it  found  that  there  was  an  increase  in 
available  consumer  credit  for  New  Yorkers.  Banks  were  offering  a  wide  range  of 
rates  and  fees  which  provided  consumers  a  broad  market  within  which  to  shop  for 

The  survey  was  conducted  again  in  late  1982.  Responses  were  received  from  over 
450  credit  extenders  including  commercial  banks,  saving  and  loans,  finance  compa- 
nies, retail  stores,  and  automobile  dealers.  The  report  issued  in  December  of  1982 
made  the  following  major  findings: 

There  was  a  greater  degree  of  competition  among  banking  institutions  for  con- 
sumer lending. 

There  was  a  wide  variation  on  the  rates  charged  by  diflerent  institutions  in  the 
same  market  area  for  the  same  type  of  loans.  Rales  range  from  UV^  to  20  percent 
depending  upon  the  type  and  maturity  of  the  loan. 

As  market  rates  have  fluctuated  so  too  have  the  rates  charged  on  consumer  loans. 

Crediiors  generally  are  using  more  liberal  credit  standards  for  consumer  lending 
and  offering  larger  credit  lines.  More  institutions  are  participating  in  consumer 
loan  activity. 

It  appears,  therefore,  that  the  average  New  Yorker  is  better  off  due  to  deregula- 
tion. Tne  range  of  financing  alternatives  has  been  substantially  broadened  with 
more  credit  available  at  reasonable  rates  from  more  sources  to  a  broader  spectrum 
of  potential  borrowers. 

Most  of  the  rate  limitations  applicable  to  consumer  credit  today  are  the  results  of 
laws  providing  exceptions  to  the  general  usury  limits  of  the  state.  The  net  result  is 
a  hodge-podge  of  legislation  in  moat  states  that  has  little  if  any  relationship  to 
modern  commercial  and  economic  realities.  A  state  may  have  different  laws  with 
different  limits  on  loans  by  commerica!  banks,  industrial  banks,  consumer  finance 
companies,  and  credit  unions.  There  may  be  different  laws  for  new  motor  vehicle 
sales,  used  motor  vehicle  sales,  and  other  sales  financing.  There  may  be  separate 
limits  applicable  to  mobile  home  lending  and  second  mortgage  loans.  Finally,  there 
may  be  separate  statutes  for  revolving  credit  plans  and  bank  overdraft  checking 
credit  lines. 

The  recent  wide  fluctations  in  interest  rates  result  from  attemots  by  the  federal 

SDvemment  to  bring  under  control  the  rampant  inflation  which  nas  done  so  much 
arm  to  our  nations  economy.  White  individual  states  have  little  impact  on  factors 
associated  with  rising  costs,  actions  by  the  federal  government  have  a  direct  rela- 
tionship both  to  the  cause  and  the  cure. 

In  addition,  it  should  be  noted  that  individual  states  have  no  impact  on  the  fac- 
tors associated  with  the  cost  of  a  Hnancial  institution's  management  of  its  liabilities 
<e.g..  depositBl.  It  is  the  federal  government  which  has  intervened  to  regulate  the 
liability  side  of  the  ledger.  We  expect  that  the  federal  government  will  continue  to 
play  a  major  role  in  regulating!  the  availability  of  money  and  its  corresponding 
costs,  in  its  attempt  to  control  inflation.  For  the  most  part,  this  task  has  been  as- 
signed to  the  Federal  Reserve  which  is  charged  with  the  conduct  of  monetary  policy. 
Congress  too,  however,  continues  to  play  a  vital  role  in  its  attempt  to  work  in  con- 
cert with  the  Federal  Reserve,  Congressional  initiatives  such  as  the  phasing  out  of 
Regulation  Q  and  the  imposition  of  universal  reserve  requirements,  which  financial 
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institutions  must  maintain  on  certain  deposiu.  have  a  m^r  impart  on  the  costs 
associated  with  a  depository  institution's  management  of  its  liabilities.  These  fac- 
tors, when  coupled  with  the  effect  of  competition  among  financia]  intermediaries  for 
deposits,  amphfy  the  need  for  federal  intervention  to  deregulate  the  asset  side  of  the 
ledger  (e.g.,  loans). 

Studie&  show  the  n^fatioe  impact  of  usury  ceiling 

Numerous  studies  have  been  done  to  test  the  effectiveness  of  usury  ceilings.  The 
vast  majority  of  these  studies  have  come  to  the  similar  conclusion  that  usury  laws, 
while  well  intended,  often  produce  unintended  and  detrimental  effects  on  consum- 
ers, lenders,  markets  and  the  economy.  Empirical  evidence  consistently  supports 
competitive  market  pricing  as  being  clealy  superior  to  legislatively  imposed  usury 
ceilings. 

In  addition  to  the  research  done  by  the  private  sector,  the  federal  government  has 
examined  usury  and  its  effects.  The  Report  of  the  National  Commission  on  Consum- 
er Finance  submitted  to  Congress  in  December  of  1972  examined  the  popular  the- 
ories supporting  rate  ceiliiags  as  necessary  for  consumer  protection  and  concluded 
that  they  did  not  stand  up  under  scrutiny.  The  Report  concluded  that  rate  ceilings 
are  undesirable. 

More  recently,  the  Report  of  the  Interagency  Task  Force  on  Thrift  Institutions, 
submitted  to  Congress  in  July  of  1980.  concluded  that  rate  ceilings  were  a  disincen- 
tive to  thrift  institutions'  entrance  into  consumer  lending  as  autnorized  by  the  De- 
pository Institutions  Deregulation  and  Monetary  Control  Act  of  1980  and  that  the 
ceilings  should  be  removed  or  set  at  higher  levels.  Other  studies  indicate  that, 
beyond  lacking  a  consumer  protection  rationale,  rale  ceilings  are  harmful  to  the 
very  individuals  and  businesses  they  are  desjgned  to  protect. 

Empirical  evidence  shows  that  usury  ceilings  have  the  following  generally  detri- 
mental effects  on  consumers: 

Rate  ceilings  cause  tenders  to  ration  credit  by  lending  to  only  the  lowest  risk  cus- 
tomers, and  by  denying  loans  to  less  creditworthy  consumers.  However,  because 
there  are  variations  in  the  relative  creditworthiness  of  consumers,  people  should 
pay  different  rates  based  on  variations  in  costs  to  service  them.  Logically,  better 
(lower)  credit  risk  borrowers  should  pay  less  Interest  than  greater  credit  risk  bor- 
rowers. The  fact  is  that  lenders  tend  to  accept  greater  risks  as  usury  rate  ceilings 
increase,  and  they  are  more  willing  to  make  loans  available  to  a  broader  segment  of 
the  market.  On  the  other  hand,  usury  ceilings  that  Ignore  market  costs,  cause  lend- 
ers to  reduce  credit  availability  to  borrowers  who  have  the  greatest  need.  Low  rate 
ceilings  force  creditors  to  raise  the  level  of  credit  scores  required  to  obtain  a  loan, 
thereby  penalizing  both  creditworthy  and  higher  risk  consumers.  However,  the 
heaviest  impact  of  such  credit  rationing  falls  on  lower-Income  consumers. 

Prices  of  goods  and  services  are  higher  In  stales  with  restrictive  lending  rate  ceil- 
ings than  in  surrounding  states  with  more  libera!  rate  structures.  For  example,  a  10 
percent  usury  limit  in  Arkansas  effectively  dried  up  the  availability  of  credit  and 
raised  the  cost  of  retail  products  so  that  residents  were  forced  to  shop  for  auto- 
mobiles, appliances,  furniture  and  other  goods  in  contiguous  states  having  more  lib- 
eral rate  ceilings. 

e  consumers  to  acquire  more  costly  credit  elsewhere  (I.e., 

s  tend  to  eliminate  smaller,  short  term  loans.  Therefore, 
borrowers  In  these  states  are  often  denied  access  to  credit. 

Reduced  to  basics,  a  lender's  rates  are  determined  initially  by  consideration  of 
four  primary  factors;  cost  of  funds;  loan  origination  operating,  and  other  administra- 
tive costs;  risk  premium,  and  the  need  to  earn  a  profit  for  shareholders.  Beyond 
these  factors,  the  lenders,  rate  is  set  at  the  lowest  level  possible  in  order  that  bor- 
rowers may  be  attracted  from  competitive  lenders.  In  effect,  supply  and  demand  set 
the  market  rates. 

As  the  costs  associated  with  extending  credit  approach  or  exceed  the  usury  cell- 
ing, the  market  is  constrained  from  working  freely,  and  is  thus  unable  to  allocate 
credit  in  the  most  efficient  manner.  As  a  general  rule,  when  faced  with  restrictive 
usury  ceilings,  lenders  will  reduce  their  extensions  of  credit  and  move  funds  that 
would  have  otherwise  been  extended  to  borrows  to  better  return  situations. 

Clearly,  these  options  are  not  in  the  best  interest  of  the  majority  of  the  borrowing 
public,  since  many  consumers  who  need  credit  will  be  unable  to  obtain  it.  The  ad- 
verse impact  of  restrictive  usurv  ceilinp  in  greatest  on  the  less  sophisticated  and 
leas  affluent  consumers,  as  well  as  first  time  credit  seekers,  who  can  least  afford 
Koino  Bhut  mil  nt  iko  f>ri>(iic  market.  Since  the  risk  premium  is  generally  the  great- 
they  will  either  be  totally  shut  off  from  legitimate  credit 
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markets  when  the  coat  of  granting  loans  approach  the  usury  ceiling,  or  be  able  Ic 
obtain  credit  only  under  much  more  stringent  terms  (e.g.,  higher  down  payment, 
shorter  maturity)  which  they  can  often  ill  aflbrd. 

Clearly,  restrictive  usury  ceilings  have  an  adverse  impact  On  the  ability  of  the 
market  to  allocate  credit  and  services. 

Not  only  are  those  seeking  credit  disadvantaged  by  the  artificial  constraints 
placed  on  the  pricing  of  credit,  but  the  provides  of  goods  and  services,  particularly 
small  businessmen,  are  also  injured  since  their  potential  customers  can  no  longer 
obtain  financing. 

There  is  also  ample  evidence  that  usury  ceilings  have  detrimental  effects  on  lend- 
ers and  local  economies.  Some  lenders  have  been  forced  out  of  the  credit  market 
altogether,  particularly  in  the  area  of  bank  card  credit  plans.  For  example: 

Recently,  a  regional  bank  in  the  mid-west  divested  itself  of  its  entire  bank  card 
operation  of  over  175,000  accounts  and  $40  million  in  outstandings,  due  in  part  to 
the  impact  of  restrictive  usury  ceilings. 

Prior  to  1980.  when  New  York  essentially  deregulated  its  lending  environment. 
Citibank  moved  its  entire  credit  card  operation  and  approximately  2,000  jobs  to 
South  Dakota  where  their  ability  to  charge  market  rates  and  annual  fees  was  not 
restricted  by  state  law. 

A  similar  exodus  was  recently  noted  in  Maryland  when  that  state  maintained  a 
12  percent  limit  on  credit  card  interest  rales.  A  number  of  Maryland  banks  moved 
their  card  operations  to  Delaware,  or  sold  them  to  Delaware  banks.  Just  across  the 
border,  where  restrictive  state  laws  were  not  a  factor. 

A  recent  study  prepared  by  the  University  of  Missouri  discovered  that  in  Bifissou- 
n,  where  there  are  22  different  usury  ceilings  applicable  to  various  types  of  consum- 
er credit,  banks  lend  approximately  20  percent  less  to  ctmsumerB  than  banks  in  un- 
regulated states. 

One  of  the  most  recent  compliations  of  data  documenting  the  detrimental  nature 
of  usury  ceilings  is  an  article  in  the  mid-year  1982  edition  of  Economic  Perspectives 

Eublished  by  the  Chicago  Federal  Reserve  Bank.  The  article  entitled  "The  ^ects  of 
Isury  Ceilings"  analyzes  serverat  recent  studies  of  the  effects  of  usury  ceilings  and 
concludes: 

Economic  research  clearly  supports  the  current  legislative  moves  toward  deregu- 
lation of  usury  ceilings.  The  evidence  on  the  impact  of  usury  ceilings  shows  that 
they  have  not  achieved  their  objectives.  According  to  the  empirical  studies  surveyed, 
usury  ceilings  have  significantly  reduced  the  availability  of  credit  and  created  hard- 
ships for  those  who  were  supposed  to  be  protected.  Ceilings  have  encouraged  lenders 
to  use  such  credit  rationing  devices  as  higher  down  payments,  shorter  maturities, 
and  higher  fees  for  related  noncredlt  services,  which  increase  the  effective  interest 
rate.  They  have  curtailed  the  amount  of  credit  available  to  lower  income  and  higher 
risk  borrowers,  harming  primarily  those  individuals  whom  the  ceilings  are  intended 
to  benefit.  Finally,  the  lack  of  uniformity  of  usury  laws  across  states  has  distorted 
credit  flows  and  economic  activity,  favoring  those  states  and  regi<ms  which  are  less 
r^ulated.  ["The  Effects  of  Usury  Cej/in^a "—Donna  Vandenbrink,  Mid-year  1982 
issue  "Economic  Perspectives"  pages  44-55.  551  Pub.— Federal  Reserve  Bank  of  Chi- 
cago.] 

The  last  sentence  of  that  excerpt  is  most  important.  It  emphasixes  the  intereatate 
nature  of  the  problem.  Congress  recognized  and  reacted  to  tiie  barriers  imposed  by 
Regulation  Q,  and  in  1980  prescribed  the  framework  for  its  removal.  The  1980  Act 
also  provided  a  permanent  override  of  state  laws  that  limit  the  amount  of  interest 
that  can  be  paid  on  deposits  and  accounts.  Congress  obviously  understood  the  need 
for  pervasive  federal  action  to  achieve  its  goal  of  deregualted  rates  on  deposita.  Hie 
same  logic  applies  when  analyzing  usury  ceiling  legislation.  If  all  borrowers  nation- 
wide are  to  have  equal  access  to  reasonably  priced  credit,  national  action  is  neces- 
sary. Interstate  creditors— for  instance  automobile  finance  companies — who  in  order 
to  do  business  in  a  particular  state  must  charge  a  low  rate  for  loans,  obviously  make 
up  for  their  losses  in  other  states  where  there  are  no  such  restrictions.  Farm  imple- 
ment manufacturers  in  Illinois,  where  there  are  no  usui?  limits.  sufliBr  the  effects  of 
the  restrictive  limits  which  exist  in  Arkansas.  Clearly,  this  is  an  intentate  problem. 
Borrowers  nationwide,  pay  the  price  for  the  states  that  refuse  to  recoeniie  the  eco- 
nomic futility  of  usury  ceilings.  Congress,  not  the  individual  states,  is  cnar^ed  under 
our  constitution  with  enacting  laws  to  regulate  interstate  commerce.  If  individual 
states  are  unwilling  or  unable  to  address  this  problem,  then  it  is  the  duty  of  Con- 
s  to  eliminate  these  anachronistic  barriers  to  the  interstate  flow  of  commerce. 
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inate  the  disruptive  efTect  which  usury  ceilings  have  on  the  economy,  and  the  free 
interaction  of  the  credit  marketplace. 

S.  730  would  also  make  an  additional  reform  in  the  area  of  bank  cards  by  author- 
izing annual,  monthly  or  periodic  Fees  and  transaction  fees.  The  prohibitions  that 
exist  on  these  fees  in  many  states  create  an  unfair  burden  on  lower-income  consum- 
ers and  contribute  significantly  to  the  un profitability  of  card  programs. 

In  many  states,  card  issuers  are  required  to  give  users  a  "free  period"  in  which  to 
pay  all  charges  incurred  without  any  charge  for  the  convenience  involved  in  this 
payments  mechanism.  As  a  result,  many  consumers  use  their  cards  simply  as  a  con- 
venient payment  device — an  alternative  lo  cash  or  check.  The  card  issuer  incurs 
considerable  expenses  in  processing  purchases  and  payments  and  in  extending  funds 
during  this  period  of  "free  use"  but  collects  no  finance  or  use  charge.  A  study  com- 
missioned by  the  Massachusetts  Bankers  Association  (Credit  Card  Prontabilitv 
Study;  Peat,  Marwick.  Mitchel  &  Co.,  February  1980i,  found  that  35  percent  of  all 
cardholders  involved  were  free  users,  i.e..  their  usage  was  not  subject  to  any  credit 
or  usage  charge.  While  this  35  percent  figure  is  significant,  even  more  so  is  the  fact 
that  these  same  cardholders  represent  approximately  50  percent  of  the  total  dollar 
outstandings. 

Visa,  U.S.A.  reported  in  1981  that  these  "free  users"  were  subsidized  by  active 
card  users  to  the  extent  of  $661  million  in  1979  and  a  subsidy  of  SSSh  million  in 
1980.  For  the  most  part,  these  "free  users"  tend  to  be  the  more  amuent  cardholders. 
S.  730  would  enable  card  issuers  to  insure  that  those  who  use  their  card  only  as  a 
convenient  method  of  payment  would  bear  a  fair  share  of  expenses  for  their  involve- 
ment in  a  payment  mechanism. 

The  adverse  impact  of  restrictive  state  card  fee  legislation  on  industry  and  con- 
sumers is  illustrated  in  a  recent  study  conducted  on  behalf  of  the  Credit  Research 
Center  at  Purdue  University  (Working  Paper  No.  3ii— Restriciive  Effects  of  Rate 
Ceilings  on  Consumer  Choice;  The  Massachusetts  Experience).  That  study  concluded 
that  credit  card  users  who  pay  in  full,  thus  incurring  little  or  no  finance  charges, 
are  being  subsidized  by  those  cardholders  who  make  extended  payments  on  their 
accounts.  On  average,  the  consumers  receiving  this  subsidy  have  higher  incomes 
and  use  their  accounts  more  frequently  than  those  providing  the  subsidy  S.  730  by 
authorizing  creditors  to  impose  periodic  or  transaction  fees,  would  enable  card  issu- 
ers to  eliminate  this  subsidy  and  provide  a  more  equitable  fee  structure  for  all 
credit  card  users,  thus  enhancing  competitive  alternatives. 

The  probability  of  bank  card  operations  is  also  quite  sensitive  to  changes  in  the 
coet  of  funds.  During  the  recent  period  of  high  interest  rates,  Visa,  U.S.A.,  Inc.  has 
released  figures  showing  that  the  bank  card  industry  had  a  loss  equal  to  1.1  percent 
of  average  outstandings  in  the  second  half  of  1979.  As  a  result  of  the  high  cost  of 
funds,  the  Visa  system  suffered  a  loss  of  over  $335  million  in  1980.  During  the  first 
quarter  of  1981.  Visa  system-wide  losses  grew  to  a  record  2.4  percent  of  average 
bank  card  outstandings.  These  losses  are  the  direct  result  of  the  card  issuer's  inabil- 
ity to  earn  a  rate  of  return  from  the  "free  users"  of  the  cards  and  the  inability  to 
raise  rates  as  the  lenders'  cost  of  funds  rises. 

The  Massachusetts  Bankers  Association,  Credit  Card  Profitability  Study,  illustrat- 
ed the  unprofitable  status  of  bank  card  operations  of  seven  banks  in  that  state 
during  1979.  At  that  time.  Massachusetts  banks  could  charge  only  12  percent  on 
credit  balances  over  $500  and  18  percent  on  balances  under  $oOO.  The  study  showed 
that  the  coat  of  funds  would  have  to  dip  to  6.68  percent  for  card  operations  to 
become  profitable  unless  usury  laws,  or  laws  prohibiting  credit  card  fees  were 
changed. 

Approximately  35  percent  of  cardholders  involved  in  the  study  who  used  their 
car^  paid  off  the  balance  within  30  days  without  paving  finance  charges.  As  a 
result,  less  than  one-half  (43  percent!  of  all  cardholoerB  paid  the  total  finance 
charge.  The  study  also  showed  that  inflationary  costs  of  labor,  supplies,  and  services 

filus  the  creditors'  inability  to  increase  fmance  charges  contributed  to  unprofitabi- 
ity. 
The  study  concluded  that  unless  the  rate  ceilings  were  raised,  the  only  means  of 

avoiding  unprofitable  operations  was  to  eliminate  unprofitable  

rs)  or  withdraw  from  credit  card  operation'   ' ■"""   -"-- 

a  payments  vehicle  would  allow  tne  card 


users)  or  withdraw  from  credit  card  operations.  Imposition  of  fees  on  use  of  the  ci 


unprofitable  accounts.  If  consumers  demand  the  ease  of  payment  oFTered  by  the 
credit  card  payment  system,  it  is  only  fair  that  all  participants  in  the  system  bear 
the  coet  of  the  system. 

The  reforms  proposed  by  8,  730  will  have  a  positive  effect  on  small  business. 
Elimination  of  usury  ceilings  will  remove  the  artificial  constraints  which  make  it 
necessary  for  creditors  to  divert  funds  from  consumer  lending  to  other,  more  profit- 
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able  investmentB  during  periods  of  high  interest  rates.  This  will  insure  the  more 
constant  availability  of  funds  for  consumers  that  is  vital  to  the  health  and  vitality 
of  small  buainessea. 

Recent  experience  indicates  the  disastrous  effects  a  period  of  high  interest  raica 
coupled  with  restrictive  state  ceilinas  can  have  on  small  businesses. 

As  interest  rates  soared,  the  small  merchant  felt  the  crunch  first.  Sates  decreased 
because  the  small  merchant  does  not  have  access  to  surficient  funds  for  consumer 
lending  during  a  period  of  tight  credit.  A  large  retailer  operating  its  own  credit  pro- 
gram can  better  afford  to  absorb  losses  on  credit  operations  because  of  potential 
profits  on  sates.  Many  businesses  do  not  have  this  luxury,  and  must  rely  on  credit 
extended  by  third  parties.  Our  experience  with  dere^tated  rates  has  also  shown 
that  the  marketplace  is  an  efficient  and  equitable  allocator  of  credit,  if  allowed  to 

The  authorization  of  card  fees  will  also  help  small  businesses  which  rely  heavily 
on  independent  credit  programs  such  as  bank  cards.  By  accepting  a  bank  card  or  a 
number  of  different  cards,  ttie  small  merctiant  is  able  to  avoid  a  costly.  inefTicient. 
in-house  credit  program  while,  at  the  same  time,  enjoying  the  benefits  of  increased 
sales  that  result  from  the  convenience  of  credit.  Card  fees  would  help  to  insure  the 
vitality  of  these  essential  programs. 

In  conclusion,  we  emphasize  the  pressing  need  for  the  reforms  contained  in  S.  730. 
The  long  term  economic  health  of  the  consumer  credit  industry  is  dependent  on 
these  reforms. 

We  appreciate  this  opportunity  to  discuss  these  issues  and  make  our  views  known. 
I  would  be  happy  to  try  and  answer  any  questions  any  of  you  might  have. 

The  Chairman.  Mr.  McNeill. 

BRUCE  McNElLL.  PRESIDENT.  SUPERIOR  FEDERAL  SAVINGS  « 
LOAN,  FORT  SMITH,  ARK..  ON  BEHALF  OF  THE  U.S.  LEAGUE  OF 
SAVINGS  ASSOCIATIONS 

Mr.  McNeill.  Mr.  Chairman,  my  name  is  Bruce  McNeill.  I  am 
President  of  Superior  Federal  Savings  &  Loan  Association  of  Ft. 
Smith,  Arkansas. 

Today  I  appear  on  behalf  of  the  U.S.  League  of  Savings  Institu- 
tions and  the  3,800-member  savings  and  loan  associations  and  sav- 
ings bank  members  of  the  league. 

Due  to  the  lateness  of  the  hour  and  the  limited  time  available  for 
an  oral  statement  today,  I  won't  try  to  rehash  the  written  state- 
ment that  the  committee  already  has.  Rather,  I  would  like  to  take 
just  a  few  minutes  to  discuss  some  personal  experiences  that  I  have 
had  in  Arkansas  with  the  lack  of  availability  of  credit. 

My  hometown  of  Ft.  Smith  is  on  the  western  border  of  the  States 
of  Arkansas  and  Oklahoma.  From  that  unique  vantage  point  I  have 
had  the  opportunity  to  see  what,  until  last  November,  was  the 
most  restrictive  usury  provision  in  the  United  States,  hamper  the 
availability  of  credit  in  Arkansas.  Across  the  State  line  in  Oklaho- 
ma I  had  the  opportunity  to  see  Tulsa  and  Oklahoma  City  and 
Muskogee  grow  and  prosper,  where  our  capital  and  our  State  suf- 
fered greatly. 

I  think  in  the  deregulated  financial  environment  that  we  operate 
in  today  we  must  all  recognize  that  money,  or  at  least  the  return 
on  money,  like  water,  is  going  to  seek  its  own  level.  If  it  cannot  be 
profitably  invested  in  this  community,  it  will  go  to  another,  or  to 
another  State. 

I  can  recall  one  instance  where  an  acquaintance  of  mine  came  to 
me,  in  probably  late  1979,  prior  te  the  Federal  preemption  of  our 
Arkansas  usury  statute.  This  gentleman  was  a  distributor  of  X*ray 
equipment.  He  told  me  that  for  .5  years  he  had  been  attempting  to 
secure  this  additional  line  of  equipment.  The  manufacturer  re- 
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quired  that  he  expand  his  facility,  upgrade  his  warehouse,  et 
cetera,  and  he  weinted  to  borrow  the  money. 

Unfortunately,  we  were  unable  to  loan  him  the  money  because  of 
Arkansas'  10  percent  usury  level.  And  he  said: 

Bruce,  I  can  afford  U>  pay  the  higher  r 
business.  I  need  the  depreciation  for  my  ti 
that  I  would  like  to  make. 

I  could  only  respond,  "Bob,  I  am  sorry.  The  drafters  of  our  104- 
year-old  Constitution  made  that  decision  for  you  many  years  ago." 

Subsequently,  this  man  moved  his  operation  to  Tulsa.  Had  his 
operation  been  in  Oklahoma,  we  would  have  been  delighted  to 
extend  a  line  of  credit,  but  it  was  not. 

In  view  of  this,  we  have  a  State  that — in  many  instances — has 
almost  dried  up  the  availability  of  credit.  Obviously,  J,C.  Penney, 
Sears,  GMAC,  and  Ford  Motor  Credit  for  many  years  subsidized 
Arkansas  borrowers  because  of  the  10  percent  limit. 

But  I  think  that,  as  I  mentioned  earlier,  with  the  era  of  the  de- 
regulated financial  institution  is  now  upon  us,  that  opportunity  to 
borrow  at  below  market  rates  is  long  gone. 

Senator,  I  would  like  to  commend  you.  Senator  Proxmire  and 
Senator  Lugar,  for  moving  forward  with  this  legislation.  I  am  sure 
there  are  those  who  say  that  there  is  no  need  for  this  type  of  legis- 
lation in  a  declining  rate  environment,  but  I  am  of  the  other  opin- 
ion— that  this  gives  us  an  opportunity  for  the  Congress,  in  a  rea- 
soned, thoughtful  manner,  to  debate  and  to  pass  l^slation  such  as 
this  without  us  having  to  come  to  you  in  a  high-rate  environment 
with  an  impassioned  plea  to  do  something  quickly. 

I  thank  you  for  the  opportunity  to  appear  before  this  distin- 
guished committee  and  I  look  forward  to  questions. 

[The  complete  statement  follows:] 


Thank  you  Mr.  Chairman,  and  members  of  this  distinguished  Committee  for  the 
opportunity  to  appear  before  you  today  in  support  of  S.  730,  the  Credit  Deregulation 
and  Availability  Act  of  1983.  My  name  is  Bruce  McNeill,  and  I  am  President  of  Su- 
perior Federal  Savings  and  Loan  Association  of  Fort  Smith  Arkansas.  I  am  here 
today  as  a  representative  of  the  U.S.  League  of  Savings  Institutions, '  which  I  serve 
as  a  member  of  the  Legislative  Committee. 

We  in  the  savings  institutions  business  applaud  your  foresight.  Chairman  Garn, 
and  that  of  your  coaponsors^Senator  Proxmire  and  Senator  Lugar — for  the  intro- 
duction of  this  most  import  piece  of  legislation.  Our  organization  supported  this 
effort  in  1981  when  it  was  initiated  by  Senator  Lugar.  If  anything,  the  d^ree  of  our 
support  has  increased,  and  increased  significsntly  since  that  time,  due  to  legislative 
events  that  have  occurred  in  the  interim. 

Most  important  among  the&e  occurrences,  of  course,  was  the  enactment  last  Octo- 
ber of  the  Gam-St  Germain  Depository  Institutions  Act  of  1982  (Public  Law  97-320). 
which,  in  effect,  completed  the  deregulation  of  the  liability  side  of  our  ledgers  with 
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You  all  are  aware.  I  know,  of  the  disintermediation  that  traditional  depository  in- 
stitutions suffered  at  the  hands  of  money  market  mutual  funds  <MMMFs)  prior  to 
the  introduction  of  our  own  competitive  accounts— the  Money  Market  Deposit  Ac- 
countfi  and  the  Super  NOW  Accounts — in  December  1982  and  January  of  this  year. 
respectively.  In  the  three  years  prior  to  that  (See  Table  I) — during  the  period  of 
rampant  inflation  and  high  and  volatile  interest  rates—savings  institutions  reported 
net  outflows  of  savings  deposit  dollars  on  virtually  a  continuing  basis.  It  was  only 
with  the  introduction  of  the  money  market  fund-competitive  accounts  that  this  sitU' 
ation  was  reversed. 

The  turn-around  in  deposit  flow  since  the  advent  of  the  new  accounts  has  been 
phenomenal,  since  our  institutions  are  able  now  to  meet  savers'  demands  for 
market-rate  earnings  on  their  deposits.  Not  only  have  deposits  come  home  from  the 
MMMFs  to  these  new  accounts,  but  they  have  shiftwi  from  lower-yielding  ac- 
counts—passbook accounts,  for  example — as  well.  And,  fortunately,  these  develop- 
ments  have  occurred  during  a   period  of  dramatically-declining   market   interest 

In  times  past,  depository  institutions— given  the  current  scenario — could  look  for- 
ward with  expectation  to  a  period  of  sustained  profitability.  With  deposit  interest 
ceilings  in  place,  and  with  knowledge  of  the  historic  percentage  distribution  of  de- 
posits in  various  account  categories,  a  managing  officer  could  predict  with  some 
degree  of  accuracy  what  his  or  her  money  costs  would  be  in  the  months  ahead,  and 
could  structure  his  or  her  association's  investment  portfolio  accordingly.  That  is  not 
possible  today,  given  the  deregulated  marketplace  and  unpredictable  interest  rate 
environment  in  which  we  find  ourselves.  There  is  no  question  that — had  deposit 
rate  ceilings  continued  in  effect  during  this  most  welcome  period  with  declining  in- 
terest rates— our  current  cost  of  money  would  be  lower  in  comparison  with  market 
rates  than  it  is  today.  But  today  we  are  tied  firmly  to  the  market  in  terms  of  our 
cost  of  money.  No  longer  is  that  cost  reduced  artificially  by  mandatory  deposit  rate 
ceilings. 

It  follows,  then,  that  the  cost  of  renting  out  that  same  money  in  the  form  of  con- 
sumer, mortgage,  agricultural  and  buiness  loans  is  now  bound  even  more  tightly  to 
general  market  rates.  If  market  rates  soar  again,  the  flow  of  credit  could  be  dimin- 
ished—if not  cut  off  altc^ether— if  lending  institutions  are  blocked  by  state-imposed 
artificial  usury  ceilings.  That  happened  repreatedly  before  the  Federal  preemptions 
enacted  in  the  Depositiory  Institutions  Deregulation  and  Monetary  Control  Act 
(Public  Law  96-2211,  which  S.  730  is  designed  to  extend  and  expand. 

History  has  taught  us  that  usury  laws  deny  credit  to  both  the  consumer  and  the 
business  sectors  in  periods  of  exceptionally  high  market  interest  rates,  and  the  his- 
tory of  which  I  speak  was  written  well  before  the  effective  removal  of  deposit  rate 

Another  important  legislative  occurrence  since  this  Committee's  initial  considera- 
tion of  usury  preemption  legislation  has  been  the  authorization — in  the  Garn-St 
Germain  Act  Depository  Institutions  Act  of  1982— for  savings  institutions  to  enter 
or  expand  their  involvement  in  consumer,  agriculture,  commercial  and  business 
lending.  First-lien  mortgage  interest  rate  usury  ceilings,  of  course,  were  "perma- 
nently' preempted  by  the  1980  Depository  Institutions  Deregulation  and  Monetary 
Control  Act  (unless  reestablished  by  affirmative  State  action  within  three  years). 
But  the  same  "permanent"  preemption  was  not  extended  to  usury  ceilings  on  busi- 
ness, agricultural  and  consumer  credit.  IThe  preemption  for  business/ agricultural 
lending  expired  on  March  31  of  this  year,  and  state  consumer  usury  statutes  were 
not  affected  by  the  1980  Congressional  decision.! 

The  Gam-St  Germain  Act  was  designed  in  part  to  encourage  the  diversincation  of 
savings  institutions  portfolios  to  include  these  other  loan  catteries.  By  doing  so, 
this  Committee  hop«l  to  ensure  that  savings  institutions  would  be  able  to  develop 
the  flexibility  to  withstand  the  battering  we  took  over  the  past  several  years  when 
our  investments  were  weishted  down  with  old.  long-term,  fixed-rate  mortgage  loans 
made  in  tower-rate  periods.  This  diversification  is  much  welcomed  by  our  institu- 
tions. But  we  can  not  be  expected  to  proceed  with  portfolio  restructuring  if  we  fitid 
state  usury  ceilings  which  apply  to  our  new  lending  authorities  rendering  such 
loans  unprofitable. 

Without  question,  where  state  usury  ceilings  apply  to  business,  commercial,  con- 
sumer and  agricultural  credit,  those  state  taws  are  running  counter  to  the  intent  of 
this  Committee  and  the  9Tth  Congress,  as  it  was  expressed  in  enactment  of  the 
Garn-St  Germain  Act  of  1982. 
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Before  concluding.  I  have  one  minor  suggestion  for  the  definition  of  "creditor"  ap- 
pearing in  Section  532  of  S.  730.  It  might  be  helpful,  as  a  matter  of  clarincation,  to 
recite  that  superviHed  depository  institutions  are  "creditors"  within  the  meaning  of 
that  definition.  In  many  states,  supervised  financial  institutions — because  of  their 
frequent  examinations  by  State  and  Federal  officials— are  exempted  from  licensing 
requirements.  The  definition  now  appearing  in  Section  532laK3l  could  conceivably  be 
misunderetood  to  exclude  from  coverage  unlicensed,  though  highly  supervised,  de- 
poeitory  institutions.  I  am  sure  that  was  not  the  intent  of  the  drafters  of  S.  730.  The 
matter  would  be  easily  rectified  by  inserting  "or  depository  institution"  after  the 
word  "peraon"  in  the  first  sentence  of  Section  .532iaKHi;  there  is  no  need  for  defining 
"depceitory  institution"  since  that  definition  appears  in  Section  501  of  Pub.  L,  96- 
221  (the  statute  being  amended  by  the  Consumer  Credit  Title  III. 

In  conclusion,  I  would  concur  with  you.  Chairman  Garn,  when  you  said  upon  your 
introduction  of  S.  730,  that  "it  is  time  lo  balance  the  equation  and  allow  the  market 
to  establish  the  price  of  credit,  just  as  we  have  determined  to  allow  the  market  to 
govern  the  rate  to  be  paid  for  savings."  Not  to  do  so  would  be  to  invite  in  futue 
periods  of  high  interest  rates  the  serious  reductions  in  credit  availability  that  have 
disrupted  our  economy  so  frequently  in  recent  years. 

Thank  you  for  this  opportunity  to  offer  the  views  of  the  U.S.  League  of  Savings 
Institutions.  I  welcome  your  questions. 

The  Chairman.  Mr.  Barr. 

JAMES  BARR.  EXECUTIVE  VICE  PRESIDENT.  CREDIT  UNION 
NATIONAL  ASSOCIATION 

Mr.  Barr.  Thank  you  very  much,  Mr.  Chairman.  I  apolc^ze  for 
this  last  second  shift  in  gears. 

Our  chairman-elect,  who  was  supposed  to  testify  here  this  after- 
noon, of  the  National  Association,  was  requested  to  attend  a  meet- 
ing at  the  White  House.  He  is  there  pinch  hitting  for  our  chair- 
man, who  is  recovering  from  surgery.  So,  I  am  afraid  I  am  going  to 
have  to  do. 

I  am  Jim  Barr,  executive  vice  president  of  the  Credit  Union  Na- 
tional Association. 

It  is  a  pleasure  to  appear  before  you  once  again  on  behalf  of  our 
52-member  leagues  find  the  20,000  credit  unions  they  represent. 

Much  of  what  needs  to  be  said  about  S.  730  has  already  been 
said.  There  is  no  real  point  in  my  taking  your  time  and  the  time  of 
others  to  go  through  a  lengthy  prepared  statement.  But  as  you  well 
know,  credit  unions  were  saddled  with  a  12  percent  interest  ceiling 
for  almost  50  years,  from  1934  to  1980. 

Nobody  really  paid  much  attention  to  the  ceilings  because  credit 
unions  traditionally  charged  loan  rates  well  under  the  12-percent 
maximum.  When  interest  rates  skyrocketed,  credit  unions  were 
deregulated  on  the  liability  side  to  enable  them  to  compete. 

And  as  they  said  once  in  the  song,  you  really  can't  have  one 
without  the  other.  If  you  are  going  to  deregulate  on  the  liability 
aide,  it  seems  you  have  to  der^ulate  on  the  asset  side  as  well. 

I  think  Chairmein  Callahan  this  morning  summed  up  our  posi- 
tion very  well  when  he  pointed  out  the  terrible  condition  that 
credit  unions  were  in  in  the  latter  part  of  the  1970's,  when  they 
were  burdened  with  a  12  percent  interest  rate  ceiling  while  the 
prime  rate  at  that  point  had  reached  in  some  areas  20  percent  and 
above.  It  became  really  a  matter  of  safety  and  soundness.  Then 
Public  Law  96-221  was  paeeed.  The  ceiling  was  raised  to  1-5  percent, 
with  the  NCUA  board  given  the  ability  to  go  above  15  percent,  cir- 
cumstances warranting. 
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They  moved  the  ceiling  to  21  percent  and  it  has  remained  there 
for  approximately  2  years. 

The  arguments  you  heard  this  morning  would  indicate  that  with 
the  21  percent  interest  rate  ceiling  credit  unions  would  immediate- 
ly go  to  the  maximum.  As  I  have  testified  before,  this  did  not  occur. 
I  have  current  data  as  of  yearend  1982,  in  amy  case,  that  credit 
unions  are  well  under  the  21  percent. 

We  support  S.  730,  Mr.  Chairman.  We  believe  it  is  an  idea  whose 
time  has  not  only  come  but  is  long  overdue,  and  we  compliment 
you.  Senator  Proxmire  and  Senator  Lugar  and  others,  for  introduc- 
ing this  legislation.  We  hope  it  moves  out  of  the  Senate  and  is  con- 
sidered favorably  by  the  House. 

Thank  you  very  much. 

[The  complete  statement  follows:] 

Prepared  Statembnt  of  Harold  T.  Welsh,  President,  General  Foodg  Emplovees 
Credit  Union,  Kankakee.  III.,  on  Behalf  of  Credit  Union  National  Asboci- 

Good  day.  My  name  is  Harold  T.  Welsh.  I  am  the  President  of  the  General  Foods 
Employees  Credit  Union,  Kankakee,  Illinois,  and  the  First  Vice  Chairman  of  the 
Credit  Union  National  Association,  Inc.  The  Credit  Union  National  Association,  Inc. 
(CUNA)  represents  more  than  20,000  of  the  nation's  state  and  federally  chartered 
credit  unions  through  52  member  credit  union  leagues.  These  leagues  are  located  in 
each  of  the  states,  the  District  of  Columbia  and  Puerto  Rico.  America's  credit  unions 
serve  more  than  46  million  members. 

CUNA  greatly  appreciates  this  opportunity  to  comment  on  the  imue  of  jntereGt 
rate  ceilings  in  general  and  state  interest  rate  ceilings  on  consumer  credit  transac- 
tions in  particular.  The  issues  involved  are  fundamental  to  the  concepts  of  self-man- 
agement and  democratic  control  on  which  credit  unions  are  based.  A  credit  union  is 
organized  to  provide  its  members  an  opportunity  to  use  and  control  their  own 
money  on  a  democratic  basis  in  order  to  improve  their  economic  and  aocial  coaii- 
lion.  As  financial  cooperatives,  each  credit  union  should  be  free — within  the  bounds 
of  safety  and  soundness— to  run  its  own  affairs  according  to  the  needs  of  its  mem' 
bers. 

Elach  credit  union  should  be  able  to  decide  what  interest  rate  to  pay  its  membeis- 
savers.  And  each  credit  union  should  be  able  to  decide  what  loan  rates  to  charf^  its 
member-borrowers.  'The  Credit  Deregulation  and  Availability  Act  of  19S3"  (S.  730) 
would  give  federal  credit  unions  just  such  authority,  and.  therefore,  CUNA  supports 

The  principal  legislative  and  regulatory  concern  of  government  should  be  the 
safety  and  soundness  of  the  institutions  they  charter  and  supervise.  Determining 
the  interest  rates  that  financial  institutions  may  charge  borrowers  or  pay  saven 
should  not  be  a  task  for  government.  Rather,  CUNA  believes  that  the  free  market 
in  conjunction  with  the  institutions  themselves  should  dictate  interest  rates. 

CUNA  testified  before  this  committee  in  support  of  a  similar  usury  relief  measure 
two  years  ago,  but  the  current  bill,  S.  730,  includes  several  worthwile  additions. 

Section  4  of  S.730  would  give  federal  credit  unions  complete  freedom  to  set  their 
loan  rates.  Since  credit  unions  are  no  longer  limited  in  the  rate  they  may  pay  on 
savings  accounts,  they  should  also  have  the  authority  to  charge  appropriate  ratce  of 
interest  on  loans.  Such  fiexibility  is  necessary  so  that  credit  unions  can  recover 
their  operating  expenses,  set  aside  the  necessary  reserves,  and  pay  a  market  rate  for 
savings.  The  balancing  of  these  factors  can  only  be  made  efTectively  and  efficiently 
at  the  levels  of  each  individual  credit  union,  not  in  Washington. 

Section  2  of  S.  730  would  permanently  preempt  state  usury  laws  covering  business 
and  agricultural  loans.  Under  Section  2.  there  would  be  no  lending  rate  ceilings  on 
auch  loans,  and  the  Sl.OOO  minimum  would  be  eliminated. 

When  Congress  passed  H.R.  4986  in  April  of  1980,  it  took  a  cautious  approach  and 
permitted  the  federal  preemptions  on  a  temporary  three-year  basis.  Now  that  this 
approach  to  alleviating  the  effect  of  controls  on  business  and  agricultural  loans  has 
proved  its  value — it  can  be  safely  done  on  a  permanent  basis  if  states  so  desire. 

Eliminating  all  rate  ceilings  and  thresholds  for  those  cat^ories  of  credit  is  con- 
sistent with  the  policy  of  deregulation.  The  rate  ceiling  eafadriished  in  Title  V  of 
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Pub.  L.  %-221  for  business  and  agricultural  credit  above  Sl.OtiO  was  welcome,  but 
the  Sl.OOO  threshold  was  still  an  artificial  control. 

This  bill  continues  tA  recognize  the  important  role  played  by  state  law  in  estab- 
lishing the  competitive  framework  within  each  Etate.  Thus  states  are  provided  the 
opportunity  to  establish  their  own  limits  and  restrictions  on  lending,  if  done  so 
within  a  three-year  period  from  the  date  of  enactment  of  this  legislation. 

Moreover,  any  state  that  acted  to  override  the  provisions  of  Pub.  L.  9K-221,  need 
not.  under  this  legislation,  reenact  usury  legislation  The  prior  state  action  to  over- 
ride the  federal  preemption  remains  valid  under  this  bill.  This  is  an  important  addi- 
tion that  protects  state  authority  in  this  area. 

Section  3  of  S.  730  would  establish  a  new  permanent  federal  consumer  loan  usury 
standard.  Currently,  state  chartered,  federally  insured  credit  unions  are  permitted 
to  charge  1  percent  over  the  discount  rate  in  effect  in  the  Federal  Reserve  District 
where  the  credit  union  is  located  or  to  charge  the  rate  allowed  by  the  laws  of  the 
stat«  where  such  credit  union  is  located  Ithe  "most  favored  lender"  doctrine),  which- 
ever  may  be  greater.  States  are  authorized  to  override  the  federal  preemption  provi- 
sion. Federal  credit  unions  were,  and  still  are,  subject  to  a  15  percent  federal  loan 
rate  ceiling  lor  such  higher  rates  as  approved  under  certain  circumstances  by  their 
Federal  regulatior,  NCUA) 

Section  3  of  the  Credit  Deregulation  and  Availability  Act  of  19^  also  eliminates 
the  1  percent  above  the  Fed  discount  rate  ceiling  that  currently  is  in  the  statute 
and  makes  the  use  of  the  most  favored  lender  doctrine  unnecessary.  Thus  alt  in- 
sured credit  unions  would  be  subject  to  market  rates.  Again,  CUNA  has  long  sup- 
ported this  market  approach  to  lending  rate  legislation. 

The  states,  under  Section  3  of  S.  730,  maintain  their  rights  to  reject  this  federal 
approach  for  a  period  of  three  years  from  the  date  the  bill  becomes  effective. 

Section  4  of  this  bill  eliminates  the  federal  usu^  ceiling  which  federally  char- 
tered credit  unions  are  currently  subject  to  (12  U.&C,  1757(.illA)(vi)l.  Lending  rate 
ceilings  could  be  established  by  the  boards  of  directors  of  credit  unions. 

S.  730  wisely  adds  transition  rules  for  open-end  credit  arrangements  in  the  event 
a  state  overrides  the  federal  preemption.  The  transition  rules  would  apply  for  18 
months  after  the  state  acts  to  override  and  provides  a  period  for  lenders  to  alter 
open-end  contracts  to  meet  state  law. 

S,  730  also  would  permit  a  state  to  select  what  transactions  or  charges  they  may 
wish  to  override.  This  approach  makes  it  possible  for  states  to  avoid  rejecting  out- 
right federal  preemption  of  the  entire  consumer  credit  category. 

HISTORICAL  BACKGROUND  AND  RECENT  EXPERIENCE 

Federal  credit  unions  have  always  operated  under  a  usury  ceiling.  Partly  this  was 
because  credit  unions  were  founds!  to  provide  people  of  limited  means  with  reason- 
ably priced  credit.  A  usury  ceiling  reinforced  that  goal  in  principle,  if  not  in  prac- 
tice. I  say  not  in  practice,  because  in  1934  when  the  Federal  Credit  Union  Act  was 
passed.  Congress  included  in  it  a  federal  credit  union  usury  ceiling  of  12  percent. 
Since,  at  the  time,  the  prime  rate  was  6  percent  and  credit  unions  and  banks  were 
not  allowed  by  taw  to  pay  more  than  3  percent  on  savings  accounts,  the  12  percent 
ceiling  was,  in  effect,  no  ceiling  at  all. 

This  situation  continued  until  mid-1978  when  the  combination  of  federal  ceilings 
on  saving  account  rates  and  soaring  inflation  rewarded  the  borrower  and  penalJZMl 
the  saver. 

The  drive  to  lift  the  12  percent  loan  rate  ceiling  was  often  perceived  and  por- 
trayed as  an  assault  of  credit  union jrinci pies;  in  fact,  it  was  just  the  opposite— a 
move  in  defense  of  those  principles.  The  intent  of  Congress  in  1934  when  it  enacted 
the  12  percent  ceiling  as  part  of  the  Federal  Credit  Union  Act  was  to  help  persons 
of  average  means  meet  their  credit  needs  at  "normal  rates" — not  subsidized  rates — 
of  interest.  In  the  market  conditions  that  prevailed  beginning  in  197S,  and  which 
continue  to  persist  today,  a  12  percent  loan  rate  ceiling  could  no  longer  be  consid- 
ered "normal".  Savers  were  aekins  and  demanding— legitimately— to  be  paid  higher 
rates  in  order  to  protect  their  funds  from  the  destructive  impact  of  inflation. 

When  Congress  enacted  the  Federal  Credit  Union  Act  1934.  the  country  was 
emerging  from  a  depression.  The  inflation  rate  that  year  was  3.4  percent.  Bank 
rates  on  short-term  loans  to  the  banks'  most  creditworthy  business  customers  were 
consistently  below  6  percent,  rates  on  money  market  instruments  never  rose  above  5 
percent  and  savings  account  rates  were  limited  by  R^ulation  Q  to  3  percent  or  less. 
Under  these  economic  conditions,  the  12  percent  ceiling  was,  in  effect,  no  ceiling  at 
all  except  as  a  protection  against  the  42  percent  and  higher  rates  then  being 
charged  working  people  in  this  country. 
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c  conditions  of  197K-gO  and  today  are  much  difTerent  than  they  were 
in  1934.  Short-term  business  loans  and  money  market  rates  are  consistently  at 
much  higher  levels,  the  prime  rate  having  been  as  high  as  20  percent.  Interest  rates 
available  to  savers  at  depositary  and  non -depository  institutions  range  from  2  to  5 
times  higher  than  1!)3-1  savings  account  interest  rates.  Loan  interest  rate  ceilings 
which  do  not  accommodate  for  these  costs  and  allow  for  sufTicient  operating  spreads, 
obviously  do  injury  to  credit  unions  and  their  members  when  usury  ceilings  are 
near  market  rates. 

The  harm  comes  primarily  in  two  forms.  First,  as  rates  demanded  by  savers 
squeeze  or  exceed  the  loan  rate  ceiling,  credit  unions  find  themselves  increasingly 
unable  to  generate  the  earnings  required  to  pay  the  necessary  rates  to  attract  and 
retain  savings.  This  causes  a  disintermediation  which  in  turn  reduces  and,  in  some 
cases,  dries  up,  the  funds  available  for  lending. 

Second,  under  the  economic  conditions  outlined  above,  the  loan  rate  ceiling  causes 
discrimination  between  credit  union  mumbers;  i.e.,  between  members  as  savers  and 
members  as  borrowers.  For  example,  over  the  decade  of  the  1970's,  the  12  percent 
loan  rate  had  an  average  after  inflation  value  of  minus  1.2  percent.  Thus  a  topsy- 
turvy world  was  created  in  which  borrowers  were  paid  to  borrow  and  savers  were 
charged  to  save. 

In  short,  the  12  percent  loan  rate  ceiling  forced  a  transfer  of  income  from  credit 
union  mumbers  as  savers  to  credit  union  members  as  borrowers.  The  loan  rate  ceil- 
ing, enacted  at  other  times  and  for  other  reasons,  was  never  intended  to  have  this 
effect.  Credit  unions  are  member-owned  credit  cooperatives.  Under  cooperative  prin- 
ciples, members  are  to  be  treated  equitably.  Underwriting  interest  rates  at  a  net 
loss  to  savers  is  not  equitable.  Credit  union  members  are  entitled  to  earn  a  real  rate 
of  return  on  the  savings  they  make  available  to  other  members  in  the  form  of 

Less  obvious,  but  just  as  real,  is  the  question  of  equity  involving  transfers  of  bene- 
fits from  members  unable  to  borrow,  because  of  the  effect  of  the  loan  rate  ceiling,  to 
those  members  who  are  able  to  secure  loans.  Whenever  a  credit  union,  because  of 
liquidity  pressures,  has  to  adopt  measures  that  limit  loans,  a  group  of  disadvantaged 
borrowers  will  exist.  All  types  of  credit  rationing  requires  rules  to  determine  who 
will  and  will  not  have  access  to  loanable  funds.  There  rules  must  necessarily  include 
some  potential  borrowers. 

If  a  credit  union  allocates  loanable  funds  on  the  basis  of  first-come,  flrBt-oerved, 
the  unfortunate  members  may  be  those  simply  unlucky  enough  to  be  at  the  end  of 
the  line.  If  the  credit  union  establishes  a  minimum  loan  amount,  borrowers  request- 
ing smaller  amounts  will  be  excluded.  If  creditworthiness  standards  are  raised, 
lower-income  borrowers  tend  to  be  left  out.  If  the  credit  union  raises  downpaymenl 
requirements  and/or  lowers  loan  maturities,  lower-income  borrowers  again  tend  to 
be  excluded. 

Raising  loan  rates  at  times  of  liquidity  pressures  is,  of  course,  a  form  of  credit 
rationing.  However,  price  rationing  is  less  likely  to  work  against  lower-income  bor- 
rowers than  are  typical  forms  of  non-price  rationing.  Reducing  loan  demand  by  rate 
increases  allows  each  potential  borrower  the  choice  of  whether  or  not  to  seek  a  loan. 
Raising  loan  rates  in  times  of  liquidity  pressures  also  tends  to  provide  more  loana- 
ble funds  t«  borrowers  who  otherwise  would  be  excluded. 

Credit  unions  abhor  high  interest  rates  in  general  and  in  particular  the  high  rvtes 
required  by  the  current  state  of  the  economy.  As  not-for-profit  financial  coopera- 
tives, high  interest  rates  hold  no  profit  or  benefits  for  credit  unions  or  their  mem- 
bers. However,  credit  unions  recognize  that  loan  rate  ceilings,  enacted  at  other 
times  and  for  other  reasons,  were  never  intended  to  distort  the  operations  of  credit 
unions  and  to  cause  discrimination  between  credit  union  members. 

In  April,  1980,  CongresH  took  an  important  step  forward  by  increasing  the  loen 
rate  ceiling  to  15  percent  and  authorizing  the  National  Credit  Union  Administration 
Board  to  set  a  temporary  higher  rate  if  certain  economic  conditions  are  met.  As  a 
result,  the  liquidity  position  of  credit  unions  was  improved  substantially  and  the 
credit  union  system  attracted  a  net  inflow  of  savings  during  a  period  when  its  sister 
institutions  in  the  thrift  industry^the  savings  and  loan  associations  and  mutual 
savings  banks— were  experiencing  record  outflows  of  funds. 

We  believe  the  record  is  clear.  Given  the  opportunity  to  serve  their  members' 
needs,  as  those  needs  are  determined  by  the  members  of  each  individual  credit 
union,  the  credit  union  system  can  and  will  compete  in  the  financial  marketplace. 
Ther^ore,  we  believe  the  time  is  appropriate  for  Congress  to  go  the  full  way  and 
allow  each  credit  union,  through  its  members,  to  decide  for  itself  what  to  choiige  for 
loans  and  what  to  pay  for  savings. 
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Again,  we  urge  the  Congress  to  seize  this  opportunity  to  provide  Federal  credit 
unions  with  the  right  to  decide  for  themselves  what  to  pay  for  savings  and  what  to 
charge  for  loans.  It  is  a  right  basic  to  the  whole  credit  union  philosophy.  Besides,  it 
is  good  economic  policy. 

Be  assured  that  any  efforts  the  Congress  takes  to  better  enable  credit  unions  to 
provide  our  members  better  rates  of  return  on  their  savings  by  enabling  them  to 
determine  their  own  destiny  with  regard  to  rate  setting  will  be  fully  supported  by 
the  Credit  Union  National  Association, 

Thank  you  for  the  opportunity  to  be  here  this  morning. 

The  Chairman.  Mr.  Butler. 

LESLIE  R.  BUTLER,  EXECUTIVE  VICE  PRESIDENT,  FIRST  PENN- 
SYLVANIA BANK,  N.A.,  BALA  CYNWYD,  PA.,  ON  BEHALF  OF 
CONSUMER  BANKERS  ASSOCIATION 

Mr.  Butler.  Thank  you,  Mr.  Chairman.  I  am  Leslie  R.  Butler, 
executive  vice  president  of  First  Pennsylvania  Bank  of  Philfidel- 
phia.  I  am  also  a  past  chairman  of  the  board  of  directors  and  of  the 
government  relations  committee  of  the  Consumer  Bankers  Awoci- 
ation,  whom  I  represent  today. 

As  with  the  other  panelists,  I  would  like  briefly  to  highlight  the 
more  extensive  remarks  we  have  already  submitted. 

As  Secretary  Treasurer  Donald  Regan  testified  April  6  before  the 
Senate  Committee  on  Banking,  Housing,  and  Urban  Affairs,  "the 
removal  of  usury  ceilings  would  also  benefit  borrowers  by  making 
it  easier  for  them  to  obtain  credit.  The  administration  believes  that 
usury  ceilings  only  distort  financial  market  and  credit  flows  and  do 
not  reduce  the  cost  of  credit  to  the  economy." 

Institutions  are  more  likely  to  lend  to  all  types  of  borrowers  if 
loans  can  be  priced  to  reflect  the  risk  of  exposure. 

The  concerns  and  problems  we  have  discussed  in  prior  hearings 
continue.  Although  the  cost  of  funds  has  recently  decreased,  the 
volatile  economic  events  of  the  last  4  years  have  caused  financial 
institutions  to  reevaluate  their  internal  policies  regarding  tx>th  the 
extension  of  credit  and  the  pricing  of  loan  products. 

As  the  Government  deficit  continues  to  increase,  we  cannot 
assume  that  interest  rates  or  the  cost  of  funds  will  stabilize  at 
today's  lower  levels. 

Parenthetically,  I  might  note,  1  was  feeling  the  need  to  rise  in 
applaiise  of  your  comments  this  morning,  but  was  advised  by  the 
tAm  tjiat  that  was  inappropriate.  This  afternoon  I  would  like  to 
highlight  our  views  on  this  important  topic  and  respond  to  any 
questions  you  may  raise. 

Let  me  first  summarize  and  comment  on  the  four  genereil  argu- 
inentB  which  are  used  to  support  usury  laws. 

NO  EFFECTIVE  COMPETITION  IN  THE  CREDIT  INDUSTRY 

The  first  is  that  there  is  no  effective  competition  in  the  credit  in- 
dustry. Competition  in  the  industry  can  be  examined  by  looking  at 
the  experience  in  States  with  no  usury  limits  or  with  very  high 
usury  limits. 

In  California,  where  banks  are  not  subject  to  usury  limits,  there 
is  simply  no  evidence  that  creditors  are  reaping  unusually  high 
rates  of  return.  New  York  has  recently  extended  a  temporary  and 
limited  lifting  of  interest  rates. 
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A  recent  survey  of  20  commercial  banks  in  New  York  showed  a 
wide  range  of  rates  for  various  types  of  loans.  These  variations 
present  consumers  with  many  alternative  plans  that  can  be  identi- 
fied through  credit  shopping. 

The  second  argument  is  the  fear  that  consumers  are  generally 
unsophisticated  in  credit  matters  and  therefore  unaware  of  credit 
costs. 

This  reasoning  seems  to  fly  in  the  face  of  extensive  private  and 
Government  studies,  indicating  that  the  millions  of  dollars  spent 
by  the  credit  industry  on  Truth-in-Lending  disclosure  activity  nave 
in  fact  produced  the  desired  results. 

The  third  argument  is  that  the  limitation  of  the  available 
volume  of  credit  caused  by  usury  limits  protects  consumers  from 
overextension.  This  argument  has  been  rebutted  by  studies  show- 
ing that  the  growth  of  credit  is  similar  to  the  rate  of  inflation,  and 
the  fact  that  consumers  are  not  overborrowing  has  also  been  shown 
by  private  studies,  using  a  variety  of  income  statement  and  balance 
sheet  approaches. 

The  fourth  argument  is  that  usury  laws  are  necessary  to  prevent 
loan  sharking.  It  is  frankly  difficult  to  imeigine  loan  sharks  are 
going  to  be  influenced  by  any  form  of  legal  constraints.  There  is  no 
evidence  to  indicate  that  they  follow  usury  laws.  On  the  contrary, 
usury  laws  hurt  only  legitimate  credit  grantors.  The  use  of  these 
laws  to  prosecute  loan  sharks  is  not  needed,  since  many  State  and 
Federal  laws  provide  criminal  penalties  for  such  activities. 

In  summary,  Mr.  Chairman,  the  four  bases  cited  for  the  continu- 
ation of  usury  laws  are  simply  without  foundation  in  today's  soci- 
ety. 

As  in  other  attempts  at  placing  economic  controls  on  the  econo- 
my, Government  price  controls  do  not  produce  benefits  to  the 
market  or  to  those  they  serve.  In  actuality,  the  usury  laws  damage 
both  the  economy  and  the  very  consumers  they  are  said  to  protect. 

We  agree  with  Secretary  Regan's  previously  (quoted  statement 
and  point  to  a  variety  of  responses  that  financial  mstitutions  have 
employed  as  a  result  of  these  laws,  including  reduced  credit  avail- 
ability, elimination  of  certain  types  of  credit,  and  extreme  caution 
in  pricing  decisions. 

Mr.  Chairman,  S.  730  will  provide  needed  relief  for  both  creditors 
and  consumers.  We  strongly  support  the  provisions  that  perma- 
nently remove  all  interest  rate  ceilings.  The  changes  reflected  in 
the  bill  are  totally  appropriate,  given  the  desirability  of  a  market- 
determined  operation. 

We  have  two  mild  concerns  one  regarding  the  definition  of  cover 
charges,  which  differs  somewhat  from  last  year's  legislation,  and 
the  other  which  is  the  inclusion  of  the  State  opt-out  provision.  Both 
of  these  are  explained  in  more  detail  in  our  written  testimony. 

Mr.  Chairman,  usury  relief  is  essential  to  our  industry.  As  in 
other  s^ments  of  our  economy,  the  imposition  of  arbitrary  price 
controls  is  inconsistent  with  the  efficient  operation  of  an  open- 
market  economy. 

The  Consumer  Bankers  Association  respectfully  UTge&  favorable 
action  on  S.  730. 

Thank  you. 

[The  complete  statement  follows:] 
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Prkpakxd  Staixmbnt  or  Lbuk  R.  Bultik,  Consumer  Bankers  Association 

Mr.  Chairman,  I  am  Leslie  R.  Bulter,  Executive  Vice  President  of  The  First  Penn- 
sylvania Bank,  NjV.  and  a  Past  Chairman  of  the  Board  of  Directors  and  the  Govern- 
mental Relations  Committee  of  the  Consumer  Bankers  Association  iCBAi. ' 

I  presently  serve  as  Chairman  of  the  Policy  Board  of  the  Journal  of  Retail  Banlt- 
ing,  published  by  the  Consumer  Bankers  Association  in  cooperation  with  the  Macln- 
tire  School  of  Commerce  at  the  University  of  Virginia.  On  behalf  of  CBA,  1  appreci- 
ate this  opportunity  to  appear  before  the  committee  to  discuss  one  of  the  most  criti- 
cal issues  facing  the  retail  banking  industry  the  continued  imposition  of  arbitrarv 
governmental  price  controls  on  a  commodity— money— in  the  form  of  state  and  feo- 
eral  usury  laws. 

Mr.  Chairman,  as  you  know,  during  the  past  few  years  the  Association  has  had 
the  opportunity  to  appear  before  this  Committee  several  times,  and  on  each  occasion 
we  have  discussed  in  detail  our  concerns  about  government- imposed  rate  ceilings.  In 
the  past  our  testimony  has  analyzed  the  problems  caused  by  usury;  the  lack  of  con- 
tinued economic  justification  for  usury;  the  economic  and  other  disruptions  that 
have  been  caused  by  these  provisions;  the  very  real  ways  in  which  usury  ceilings 
adversely  affect  the  very  consumers  that  they  are  said  to  protect;  and  the  reasons 
that  a  federal  response  to  the  problem  is  not  only  appropriate  but  essential.  We 
completely  agree  with  Secretary  of  the  Treasury.  Donald  T.  Regan,  who  testified 
before  this  Committee  on  April  6,  198i)  and  that  "usury  ceilings  only  distort  markets 
and  credit  flows  and  do  not  reduce  the  cost  of  credit  to  the  economy." 

We  will  not  attempt  this  afternoon  to  repeat  all  that  we  have  previously  shared 
with  the  members  of  this  Committee.  The  concerns  and  problems  that  we  have  dis- 
cussed in  prior  hearings  continue.  Though  recently  the  cost  of  funds  has  decreased, 
the  volatile  economic  events  of  the  past  four  years  have  caused  financial  institutions 
to  re-evaluate  their  internal  policies  with  respect  to  extending  credit  and  setting 
rates  on  all  types  of  loans.  During  the  last  twenty  years  interest  rates  remained 
fairly  constant.  This  was  a  direct  result  of  the  fact  that  the  economy  was  stable,  the 
money  supply  was  predictable,  and  Regulation  Q  assured  an  inexpensive  source  of 
funds.  However,  the  recent  inflationary  spiral  changed  the  marketplace  dramatical- 
ly. Not  only  did  the  cost  of  money  rise  substantially,  but  also  the  traditional  meth- 
ods of  predicting  that  cost  were  no  longer  viable.  Financial  institutions  were  faced 
with  the  problem  of  pricing  their  goods  in  an  era  of  extraordinary  inflation  with  no 
reliable  mechanism  available  to  help  them  determine  what  the  economic  situation 
would  be  like  in  the  future.  Today,  as  the  U.S.  government  deficit  continues  to  in- 
crease, we  cannot  assume  that  interest  rates  or  the  cost  of  funds  will  remain  at 
today's  lower  levels  or  decrease  in  the  near  future.  Consumer  or  retail  lending  divi- 
sions of  banks  are  particularly  affected  by  the  dramatic  shifts  in  the  economy  be- 
cause consumer  loans  are  generally  offered  at  terms  as  short  as  one  year  to  as  long 
as  fifteen  years.  As  a  result,  retail  lenders  are  now  more  hesitant  to  extend  credit, 
largely  based  on  anticipated  inflationary  expectations.  Therefore,  in  order  to  protect 
the  earnings  position  of  financial  institutions,  lenders  would  prefer  to  match  their 
assets  and  liabilities  by  lending  long  term  when  they  are  borrowing  long  term.  How- 
ever, today's  consumer  depositors,  as  well  as  institutional  money  managers,  are  in- 
vesting their  funds  in  short-term,  market-sensitive  instruments.  Thus,  lenders  are 
hesitant  to  make  these  longer-term  loans  at  restricted  rates.  The  plight  of  the 
thrifts  with  their  mortgage  portfolios  during  the  past  several  years  certainly  demon- 
strates this  point.  As  a  result,  lenders  are  very  sensitive  to  marketplace  restraints 
such  as  usury  ceilings. 

Our  comments  today  wilt  consist  of  a  brief  look  at  the  background  of  usury  laws, 
a  discussion  of  their  obsolescence  and  the  reasons  supporting  a  federal  response  to 
the  usury  problem.  Finally.  Mr.  Chairman,  we  would  like  to  comment  specifically  on 

r-  "nn   . — :_!_.:__  _..  j;.  _  i. . !■    .  .,  ■.  r,.  ...  -jfgg^  Inlroduccd  by  you.  Senator 

e  provides  a  realistic  and  much- 

INTRODUCnON 


'The  Association  is  a  nonprofit  oiganizalion  that  was  organized  in  October  1919  to  provide  a 
voice  Tor  the  consumer  banking  industry.  Today  the  memMrahip  of  the  Association  consists  at 
than  .'iOO  commerciBl  banks  of  all  sizes  that  are  actively  engaged  in  extending  consumer  credit. 
C<»nbined.  the  members  of  the  Association  now  hold  over  TO  percent  of  all  consumer  credit  out- 
standings and  over  80  percent  of  total  consumer  deposits  held  by  commercial  banks 
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lending  is,  in  iteeir,  distaHteful  and  sinful.  Ab  this  century's  demand  for  coiuumer 
credit  matured,  these  laws  reflect  an  acceptance  of  special  treatment  for  small 
loans,  retail  installment  sale  agreements  and  other  credit  transactions  where  the 
'■conomic  risk  exceeded  the  return  permitted  by  the  traditional  usury  limit.  This 
long  and  multifaceted  background  has  resulted  in  a  patchwork  of  usury  laws  that 
have  no  one  central  historical  justification.  When  considering  arguments  often  cited 
in  support  of  the  continuation  of  these  artificial  government  price  controls,  one 
must  keep  in  mind  the  moral  implications  about  usury  and  lending  that  developed 
during  vastly  difTerent  times. 

ARGUMENTS  FOR  THE  CONTINUATION  OF  USURY  LAWS 

We  should  consider  the  contemporary  viability  of  usury  ceitines  in  light  of  cur- 
rent market,  economic  and  social  realities.  Upon  that  review,  it  becomea  apparent 
that  these  price  controls — if  they  ever  served  a  purpose— now  reflect  consumer  pro- 
tection concepU  that  are  outmoded  and  cannot  be  supportod  on  either  economic  or 
social  grounds. 

First,  it  is  helpful  to  analyze  the  context  in  which  this  discussion  should  take 
place.  Second,  I  will  identify  and  refute  the  four  principal  arguments  cited  in  sup- 
port of  the  continuation  of  usury  restrictions. 
/.  The  context 

The  fundamental  starting  point  in  analyzing  the  justification  for  usury  ceilings  is 
the  basic  American  concept  of  a  competitive  market  operating  within  a  free  enter- 
prise system.  The  American  economy  has  long  been  characterized  by  open  markets 
operating  with  a  minimum  of  government  interference,  except  when  clear  economic 
or  social  justification  can  be  shown  for  intervention.  Historically,  artificial  price 
controls  of  whatever  character  have  been  rejected  s  '  ' 
nisms  for  allocating  or  pricing  goods  and  services.  As 
limits  fare  no  belter  under  contemporary  analysis. 

Two  examples  of  government  intervention  in  money  matters  make  it  unnecessary 
to  speculate  about  whether  non-market  mechanisms  are  any  more  desirable.  The 
first  involves  attempts  to  circumvent  the  open  market  system  with  government  re- 
strictions on  the  amount  of  interest  being  paid  by  financial  institutions,  commonly 
referred  to  as  Regulation  Q.  Until  recently,  government  controls  on  the  amount  of 
interest  payable  to  depositors  had  created  an  ever- increasing  divergence  between 
what  the  law  permitted  depository  institutions  to  pay  and  a  fair,  market  return  to 
consumers.  Not  suprisingly.  the  market  found  ways  to  avoid  these  limitations.  For 
example,  money  market  mutual  funds  filled  this  gap.  Price  controls  calculated  to 
"help  '  an  industry  only  served  to  contribute  significantly  to  its  current  problems. 

The  dramatic  results  of  the  newly  authorized  Money  Market  Deposit  Account  and 
the  new  Super  NOW  Account  are  prime  examples  of  the  market  operating  in  a 
manner  that  benefits  both  consumers  and  financial  institutions.  There  ia  no  ceiling 
on  the  interest  rates  payable  on  these  accounts,  as  they  were  designed  to  stem  tM 
flow  of  money  out  of  the  regulated  depository  institutions  and  into  non-regulated 
financial  institutions.  The  accounts  have  been  enormously  successful,  attracting  ap- 
proximately $31fl  billion  in  deposits  since  December  1982. 

A  second  example  is  provided  by  the  piecemeal  efTorts— at  both  the  state  and  fed- 
eral levels— to  deregulate  price  controls  on  money  by  lifting  or  changing  some  usury 
ceilings.  Under  the  Depository  Institutions  Deregulation  and  Monetary  Control  Act 
of  19W)  mortgage  lending,  and  business  and  agricultural  credit  were  afforded  differ- 
ent treatment  from  thai  given  to  general  consumer  credit.  This  inevitable  channel- 
ing of  funds— regardless  of  the  preferences  of  the  consumer  as  to  what  he  or  At 
wants  to  use  credit  for— is  descriptive  of  credit  allocation  not  by  the  market,  but  by 
arbitrary,  govern  men  ta  I -impoeed  rate  ceilings. 

Usury  laws  are  nothing  more  than  price  controls  that  impose  specific  limitationf 
on  the  price  IreHected  as  interest  or  a  time-price  differential)  paid  for  a  specific  com- 
modity (the  use  of  money).  As  with  all  such  artificial  governmental  controls,  the 
in  experience  has  found  them  to  be  inefficient  and  unfair,  producing  inap- 
e  social  and  economic  dislocations. 


propris 

There  is  clear  evidence  that  these  disruptions  have  been  produced  by  usury  law». 
An  illustrative  economic  inefficiency  is  that  lenders  and  other  creditors  are  unable 


o  charge  prices  for  credit  services  that  are  commensurate  with  their  co&U.  As  we 
have  seen,  the  matrix  of  usury  laws  and  pricing  restrictions  creates  a  series  of  subsi- 
dies and  dislocations— including  cash  purchasera  subsidixing  more  affluent  credit 
purchasers,  and  credit  card  usera  who  use  and  pay  for  credit  as  opposed  to  conven- 
ience uaerv  who  do  not  pay  for  a  very  valuable  payment  mechanism.  As  a  result  at 
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these  cantrola  and  restrictians,  the  coat  U>  some  caRHument  is  too  low,  while  that  to 
others  is  too  high. 

In  addition,  the  divereion  and  curtailment  of  credit  can  cause  economic  harm  at  a 
more  eeneral  level.  For  example,  a  1977  study  of  the  Tennessee  economy  estimated 
that  the  state  usury  ceiling  caused  an  annual  loss  in  output  or  S150  million  and  the 
lOBB  of  7,000  joha. 

Other  examples  of  the  Bubatantial  and  adverse  impacts  of  usury  laws  on  the  econ- 
omy as  a  whole  are  shown  by  the  experience  of  two  major  banlu  located  in  Mary- 
land. During  1979  and  1980  one  bank  reduced  it^  instalment  credit  portfolio  by  ap- 
proximately 30  percent.  One  result  of  this  change  forced  by  state  usury  laws  was 
that  27  poeitionB — ^lout  20  percent  of  the  personnel  handling  this  type  of  loan — 
were  eliminated. 

During  the  same  period,  in  response  to  the  increase  in  the  cost  of  funds  and  state 
usury  limitations,  a  second  bank  reduced  its  consumer  credit  portfolio  l^  $200  mil- 
lion. That  constituted  a  reduction  of  '2'i  percent  of  the  total  portfolio  previously  held 
by  the  bank.  The  result  of  this  was  a  termination  of  115  employees  operating  in  that 
area,  or  approximately  25  percent  of  the  total  number  of  employees  involved  in  con- 

A  further  result  was  that  a  number  of  Maryland  banks  moved  their  credit  card 
operations  to  Delaware.  Subsequently,  the  Maryland  State  legislature  enacted  legis- 
lation to  maintain  its  financial  system.  However,  experience  demonstrates  that 
usury  ceilings  mean  less  credit,  less  credit  means  fewer  purchases,  fewer  purchases 
mean  less  production,  and  less  production  means  fewer  jobs.  The  effects  of  credit 
ceilings  are  substantial  and  they  are  real. 

In  addition  to  these  economic  disruptions,  usury  laws  have  also  given  rise  to  geo- 
graphical dislocations  based  on  rational  business  decisions  with  respect  to  usury 
J.  As  should  be  expected  in  a  highly  mobile  society,  recent  changes  ir 

,         -  .  .  1  moving  to 

more  favorable  regulatory  environments. 

Among  the  factors  considered  by  those  involved  in  these  activities  is  the  ability  to 
plan  for  future  development  and  expansion  in  light  of  uncertain  or  shifting  state 
interest  rate  decisions.  Although  temporary  relief  has  been  provided  in  some  states, 
including  New  York,  it  generally  is  not  permanent,  and  provides  little  basis  for  ex- 
tensive future  planning  when  the  law  affecting  a  major  pricing  issue  remains  in 
flux. 

In  short,  the  disruptions  caused  by  government  interference  provide  clear  evi- 
dence that  the  general  open  market  approach,  that  characterizes  virtually  all  other 
sesments  of  the  American  economy,  should  be  applied  to  the  credit  markets.  If,  con- 
trary to  this  general  rule,  credit  is  to  be  afforded  unique  treatment,  there  must  be  a 
clear  justification  for  the  continuation  of  price  controls  in  the  form  of  usury  stat- 
utes. As  the  following  discussion  will  demonstrate,  however,  no  such  justification 

J.  The  argurtunls  preaenUd 

Four  general  arguments  are  used  to  support  usury  laws.  The  first  is  that  there  is 
no  effective  competition  in  the  credit  industry,  so  that  the  termination  of  usury  ceil' 
ingB  would  result  in  radically  high  credit  costs.  The  second  justification  is  the  fear 
that  consumers  are  generally  unsophisticated  in  credit  matters  and.  therefore,  are 
unaware  of  credit  costs.  This  lack  of  sophistication,  reflected  by  unawareness  of 
credit  costs,  it  is  arvued,  wilt  permit  creditors  to  charge  very  high  rates  of  interest  If 
usury  ceilings  are  eliminated.  A  third  justification  for  the  continuation  of  usury  ceil- 
ings is  that  the  limitation  on  the  availability  of  credit  caused  by  usury  limits  is  a 
good  social  end  since  it  protects  consumers  from  "overextension"  and  saves  them 
from  the  inevitable  economic  and  social  disruptions  caused  by  overextensions,  in- 
cluding litigation,  foreclosures  and  bankruptcies.  A  fourth  argument  is  that  usury 
laws  are  necessarv  to  prevent  loansharking.  All  of  these  justifications  for  interest 
rate  ceilings  are  based  on  unsupportable  tactual  premises,  and  none  of  them  has 
any  relationship  to  contemporan;  American  society. 

A.  The  market  is  not  monopolistic.— There  simplji  is  no  support  for  the  assertion 
that  the  credit  industry  is  monopolistic.  The  credit  market  is  composed  of  an  in- 
creasing number  of  credit  sources. 

The  current  development  of  a  well-populated,  diverse,  widely  advertised  and 
highly  (»mpetitive  market — composed  of  banks.  Fmance  companies,  retailers  and 
now  new.  snort-term  lending  programs  undertaken  by  credit  unions,  savings  and 
loan  associations  and  mutual  saving  banks — will  cause  an  even  more  signiricant  ir 
"'     lending 


crease  to  the  supply  side  of  the  lending  equation. 
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The  Federal  RMerve  Board  studied  a  number  of  credit-granting  rimw  and  tbe 
d^ree  of  concentration  in  £13  Standard  Metropolitan  Statistical  Areas  and  233 
county  markets  between  1966  and  1975.  The  conclusion  reached  by  the  Board  was 
that  more  markets  experienced  structural  changes  that  enhanced  competition  than 
changes  that  reduced  it. 

Competition  in  the  credit  industry  can  also  be  seen  looking  at  the  experience  in 
states  with  no  usury  limits,  or  with  very  high  usury  limits.  In  California,  where,  in 
effect,  banks  are  not  subject  to  usury  limits,  there  is  simply  no  evidence  that  credi- 
tors are  reaping  unusually  high  rates  of  return.  The  National  Commission  on  Con- 
sumer Finance  confirmed  earlier  studies  that  actual  rates  tend  to  fall  below  the 
maximum  usury  rates  when  these  maximum  rate  limits  were  in  excess  of  the  effec- 
tive cost  of  providing  "lendable"  funds.  Thus,  from  both  a  structural  point  of  view 
and  from  an  historical  review  of  the  experience  in  states  not  having  usurer  limits, 
we  Tind  sulwtantia]  evidence  to  indicate  that  the  credit  industry  is  competitive,  lite 
current  existence  of  usury  limits  set  below  market  rates  creates  a  situation  where 
many  creditors  are  charging  the  same  rates.  It  is  hardly  fair  for  those  favoring 
UBUry  limits  to  employ  a  principal  symptom  of  these  limits,  namely  the  existence  of 
identical  rates  througnout  the  industry  in  a  given  state,  as  a  reason  for  the  continu- 
ation of  the  limits. 

Recent  experience  in  the  state  of  New  York  confirms  the  existence  of  a  competi- 
tive market.  New  York  has  recently  extended  a  temporary  and  limited  lifting  of  in- 
terest rates.  The  New  York  State  Bankers  Association  has  conducted  a  survey  on 
the  interest  rates  charged  on  certain  loans  by  twenty  commercial  banks  in  that 
state.  The  banks  surveyed  hold  loan  portfolios  that  encompass  a  substantial  propor- 
tion of  the  consumer  loans  outstanding  in  New  York  State.  The  survey  was  conduct- 
ed in  February  1981.  November  1982  and  January  1983  (see  Appendix  Al.  Althoi«h 
the  average  interest  rate  has  not  changed  dramatically,  the  interest  rate  range 
should  be  noted.  In  January  19S3  the  banlts  surveyed  offered  home  improvement 
loans  with  interest  rates  ranging  from  14.8  percent  to  21.5  percent.  Rates  for  new 
car  loans  varied  between  13.5  percent  and  21  percent,  while  interest  rates  on  UKd 
car  loans  ranged  from  14,8  percent  to  24,5  percent.  As  the  operation  of  credit  card 
services  is  more  expensive  and  complex  than  other  types  of  consumer  rinancial  serv- 
icea,  the  annual  percentage  rates  ranging  from  18  percent  to  19.9  percent  dammi- 
strated,  aa  expected,  less  variation.  These  variations,  hardly  characteristic  of  a  mo- 
nopolistic situation,  present  consumers  with  alternative  choices  that  can  be  identi- 
fied through  credit  shopping. 

Moreover,  in  analyzing  competition,  it  is  important  to  emphasize  the  anti-competi- 
tive impact  of  usury  laws.  The  continued  existence  of  usury  laws  discourages  even 
more  competitors  from  entering  the  credit  market  and  may,  therefore,  encourage 
concentration.  It  is  obvious  that  potential  new  entrants  have  little  incentive  to  com- 
pete in  the  credit  market  when  the  rates  they  can  charge  are  limited  by  artificial, 
government- imposed  ceilings,  while  man^  of  their  costs  are  dictated  by  an  unregu- 
lated market.  That  is  particularly  true  smce  many  of  these  credit  programs  involv* 
substantial  start-up  costs  that  must  be  recouped  before  even  considering  the  ques- 
tion of  ongoing  profitability.  In  the  current  economic  situation,  potential  market  en- 
trants face  a  high  risk  and  a  small  gain  potential,  largely  due  to  the  existence  of 
usury  restrictions. 

The  conclusion  that  usury  ceilings  deter  new  entry  into  the  credit  market  was  re- 
confirmed in  the  final  report  of  the  Interagency  Task  Force  on  Thrift  Irtstitutiona. 
That  Task  Force,  established  by  the  Depository  Institutions  Der^ulation  and  Mone- 
tary Control  Act  of  1980.  analyzed  the  impact  of  usury  laws  on  the  participation  of 
thrills  in  more  diverse  consumer  lending  markets.  It  concluded  that  theae  ceilings 
discourage,  if  not  prevent,  diversification. 

Furthermore,  in  some  credit  areas,  usury  laws,  and  efforts  at  avoiding  Uwm,  ntay 
actually  lead  to  greater  market  concentration.  In  the  credit  card  area,  for  inatanee, 
some  financial  institutions  in  states  with  no  or  very  high  rate  ceiling  are  pin  rlias 
ing  the  portfolios  and  programs  of  creditors  that  are  located  in  low-intereat-oeiling 
states.  The  purchasing  institutions  then  market  their  programs  in  the  low-rate 
states  at  market  rates  thai  reflect  their  real  costs.  One  of  the  results  of  theae  activi- 
ties— which  merely  refiect  the  logical  workings  of  a  financial  market — is  to  reduce 
the  number  of  competitors  participating  in  tnese  programs.  Of  course,  conaumen 
end  up  paying  a  market  rate.  Though  that  does  not  suggeet  the  building  of  a  RWftop- 
oly,  it  is  nonetheless  somewhat  troublesome  both  in  lerms  of  possible  competitive 
impact  and  the  political  and  social  desirability  of  local  control  over  theae  credit  «C- 

In  short,  the  market  is  already  extremely  competitive,  and  we  believe  that  compe- 
tition would  be  enhanced  even  further  if  usury  laws  were  set  aside. 
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R  Conaumerv  have  a  high  level  ofcott  auureneM.— The  argument  that  consumer* 
are  unaware  of  credit  coota  flies  directly  in  the  face  of  extensive  private  and  govern- 
ment studies  indicating  that  the  literally  millions  of  dollars  spent  by  the  credit  in- 
dustry on  Truth  in  Lending  disclosure  activity  have  produced  results.  One  study  of 
bank  credit  card  users  found  that  for  every  100  respondents  in  19f)9  who  did  not 
linow  the  annual  percentage  rate,  only  50  had  a  similar  response  I'l  months  after 
the  Truth  in  Lending  Act  became  effective.  This  level  of  awareness  has  continued  to 
grow.  In  a  3975  study  of  the  awareness  of  the  annual  percentage  rate  in  connection 
with  revolving  credit,  one  researcher  found  a  5fl.7  percent  awareness  rate  for  the 
total  sample.  A  1978  study  of  California  bank  cardholders  found  that  almost  KO  per- 
cent of  the  sample  knew  the  annual  percentage  rate.  In  a  study  conducted  by  the 
Federal  Reserve  Board  it  was  found  that,  between  l%i)  and  1977.  the  awareness  of 
closed-end  credit  annual  percentage  rates  increased  from  14. rj  percent  to  M.:)  per- 
cent. Awareness  of  rates  for  bank  credit  cards  during  the  same  period  increased  dra- 
matically, from  26.6  percent  to  71.3  percent.  Without  question,  these  levels  of  aware- 
ness are  adequate  to  assure  rate  competition  among  credit  grantors. 

Consumera  are  intelligent  and  informed  atmut  credit  costs.  They  "shop  around" 
for  a  good  return  on  their  investment,  as  evidenced  by  the  success  of  the  money 
market  funds  and  the  new  deposit  instruments  offered  as  a  result  of  the  recent 
Gam-St  Germain  legislation.  In  the  same  vein,  in  order  to  remain  in  business, 
banks  must  offer  interest  rates  on  loans  that  will  attract  today's  educated  consum- 
ers. 

C.  Consumers  are  not  overextended.— The  argument  used  in  support  of  usury  limi- 
tations is  that  such  limitations  save  consumers  from  overextending  themselves.  'Htis 
"non-economic"  argument  for  the  continuation  of  usury  ceilings  is  really  Just  the 
current  version  of  the  traditional  social  and  religious  view  of  interest  and  lending  as 
an  evil.  The  argument  that  consumers  have  insatiable  credit  appetities  that  are 
being  held  in  check  by  usury  limitations  is  not  supported  by  any  empirical  data. 
Indeed,  this  argument  has  been  refuted  by  studies  that  show  that  growth  of  credit 
outstandings  is  basically  similar  to  the  rate  of  inflation.  The  fact  that  consumers  are 
not  "overborrowing"  has  also  been  shown  by  private  studies  using  a  variety  of 
income  statement  and  balance  sheet  approaches. 

D.  "Loanaharks"  are  not  deterred  by  usury  laws. — The  fmal  argument  suggests 
that  usury  ceilings  somehow  deter  loanshark  activity.  In  the  first  place,  it  is  highly 
unlikely  that  loansharks  are  going  to  be  greatly  influenced  by  any  form  of  legal  con- 
straints. There  is  absolutely  no  evidence  whatsoever  to  indicate  that  they  follow 
usury  laws.  On  the  contrary,  all  evidence  demonstrates  that  usury  laws  hurt  only 
Intimate  credit  grantors. 

Similarly,  the  use  of  these  laws  as  a  mechanism  to  prosecute  loansharks  is  not 
needed  since  numerous  state  and  federal  taws  currently  provide  criminal  penalties. 
It  is  difTicult  to  imagine  a  loanshark  making  Truth  in  Lending  disclosures  or  meet- 
ing the  duties  imposed  by  the  many  other  state  and  federal  consumer  credit  protec- 
tion statues.  Moreover,  if  the  activity  giving  rise  to  concern  is  truly  loansharking. 
Title  II  of  the  Consumer  Credit  Protection  Act  of  1968  currently  proscribes  that  ac- 
tivity and  imposes  subetantlal  penalties  on  those  who  violate  the  law  by  authorizing 
fines  of  up  to  JIO.OOO,  20  years  in  prison,  or  both. 

Conversely,  it  is  clear  from  a  variety  of  studies  that  below-market-rate  ceilings 
drive  borrowers  from  traditional  credit  markets  to  credit  sources  that  present  sub- 
stantially greater  risks.  The  lower  the  rate  ceiling,  the  greater  the  driving  force 
toward  illegal  lending  activities.  The  only  effective  method  of  preventing  loanshark- 
ing is  to  allow  access  to  legitimate  credit  markets  by  permitting  the  free  market  to 

In  BUramary,  Mr.  Chairman,  the  four  bases  cited  for  the  continuation  of  usury 
laws  are  simply  without  foundation  in  today's  society.  As  in  other  attempts  at  plac- 
ing economic  controls  on  our  economy,  government  price  controls  do  not  produce 
benefits  to  the  market  or  to  those  it  serves. 

UaURV  ACTUALLY  HARMS  THE  CONSUMERS  rT  IS  SAID  TO  HELP 

As  SecreUry  of  the  Treasury  Donald  T.  Regan  testified  April  6,  1983  before  the 
Senate  Committee  on  Banking.  Housing  and  Urban  Affairs: 

The  removal  of  usury  ceilings  would  also  benefit  borrowers  by  making  it  easier 
for  them  to  (d>tain  credit.  The  Administration  believes  that  usury  ceilings  only  dis- 
tort financial  markets  and  credit  flows  and  do  not  reduce  the  cost  of  credit  to  the 
economy.  Institutions  are  more  likely  to  lend  to  all  types  of  borrowers  if  loans  can 
be  pric«l  to  reflect  the  risk  exposure. 
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.    ^  _..d  the  very  consumcra  they  are  said  to  protect. 

For  example,  usury  laws  severly  limit  the  availability  of  credit  when  the  market 
rate  for  money  exceeds  the  maximum  rate  set  by  the  states.  Testimony  presented 
before  the  Consumer  Aflairs  Subcommittee  of  the  Senate  Banking  Committee  in 
March  1983  demonstrates  this  problem.  Recent  studies  of  m^or  banks  in  Massachu- 
setts provided  vivid  evidence  of  the  problems  produced  by  usury  laws.  In  1979  and 
1980  the  firm  of  Peat  Marwick,  Mitchell  &  Co.  analyzed  bank  credit  card  operations. 
The  Massachusetts  Bankers  Association  updated  the  studies  in  1981  and  1982. 

The  studies  revealed  that  the  banks  surveyed  in  1979  lost  $13.74  on  each  credit 
card  account.  By  1980,  thai  amount  had  increased  to  S19.fiT.  and  in  1981  to  S24.06. 
In  1982,  the  loss  was  minimized  because  the  cost  of  funds  had  decreased,  and  banks 
had  been  permitted  to  impose  fees  since  1980  that  helped  to  cover  their  expenses. 
Even  so,  banks  still  lost  S2.K)  on  each  account  in  1982.  On  a  per-transaction  basis, 
each  time  a  consumer  used  his  or  her  bank  credit  card  in  1979,  the  bank  la$t  81 
cenU.  In  1980,  the  banks  lost  $1.2:)  on  each  credit  card  transaction  In  1981,  the  Ian 
increased  to  $1.1)8.  In  1982,  the  loss  decreased  to  II  cents  a  transaction,  but  again 
the  toss  was  minimized  because  fees  were  permitted  and  the  cost  of  funds  haade- 
creased  during  that  year. 

In  1979  the  seven  banks  surveyed  suffered  a  net,  before-tax  loss  of  $15  million  on 
their  credit  card  operations.  The  1980  figures  showed  a  total  lose  of  S20.n  million, 
despite  the  imposition  of  membership  fees  by  six  of  the  seven  banks  surveyed,  which 
brought  in  $3.8  million  in  new  revenues. 

In  1981  the  loss  rose  to  $234  million.  In  1982,  the  loss  was  12.5  million.  The  de- 
crease was  primarily  due  to  increased  membership  fee  revenue,  a  higher  average 
gross  interest  yield  on  outstanding  credit  card  balances  and  a  lower  average  cost  of 
Funds.  It  should  also  be  noted  that  the  cost  of  funds  needed  to  support  the  outstand- 
ing balances  rose  from  $36  million  in  1979  to  $45.4  million  in  1980.  In  1981  this 
figure  was  $55.9  million  and  in  1982,  $50.9  million.  Thus,  even  though  the  lonea  in 
I9iB2  decreased,  each  of  the  banks  surveyed  has  still  lost  money  on  its  bank  credit 
card  program. 

Due  to  the  value  of  these  programs  to  their  customers  and  to  banks'  overall  serv- 
ice packages,  many  banks  have  continued  to  offer  these  prc^rams  (though  a  number 
have  withdrawn!.  However,  as  these  figures  demonstrate,  this  simply  cannot  contin- 
ue indefinitely.  Quite  clearly— in  view  of  the  current  cost  of  funds  and  the  sovcm- 
ment  limited  prices  on  credit  services — many  banks  facing  this  situation  will  have 
to  reduce  credit  availability  and  will  ultimately  be  forced  to  terminate  this  form  of 
open-end  credit  plan. 

The  reduction  in  available  credit  is  not  limited  to  open-end  credit.  As  a  dir«ct 
result  of  usury  limitations,  one  m^or  Pennsylvania  bank  reduced  installment  loeni 
by  almost  37  percent  between  1978  and  1980,  During  the  seme  period  that  bank  had 
to  respond  to  usuiy  limits  by  reducing  the  number  of  new  open-end  accounts  by 
almost  50  percent.  Similarly,  in  Michigan,  three  of  the  larger  retail  lenders  reduced 
their  installment  loans  by  44  percent  between  1978  and  1^0.  In  1982,  the  volume  of 
installment  credit  had  decreased  by  68  percent,  compared  to  1978  data. 

The  first  consumers  injured  by  the  reduction  in  the  supply  of  credit  caused  by 
usury  limitations  are  the  less  auluent.  Since  the  economic  return  of  credit«ir«  is  in 
large  measure  based  on  the  risks  of  repayment,  any  reduction  in  the  supply  of 
money  for  lending  will  cause  creditors  to  lower  their  risk  factors  for  the  funas  actu- 
ally lent.  Accordingly,  those  consumers  with  lower  credit  ratings,  lower  incomea  and 
a  higher  incidence  of  unemployment  will  almost  certainly  be  the  first  to  be  eicluded 
from  the  credit  pool.  Absent  a  conclusion  that  deprivation  is  the  equivalent  of  |mx»- 
tection  Ian  argument  described  and  refuted  earlier  in  our  testimony),  the  end  rSWilt 
is  that  those  who  are  the  intended  beneficiaries  of  usury  laws  are,  in  fact,  the  con- 
sumers moM  adversely  affected  by  them. 

nCOBRAL  RBUBT  IB  APPROPMATK 

For  all  of  the  reasons  briefly  set  out  above,  the  Association  believes  that  the  time 
for  usury  relief  is  now  and  that  it  is  appropriate — in  fact,  evential — that  it  be  pro- 
vided at  the  federal  level.  Rates  are  tower  now,  but  the  availability  of  credit  is  still 
hampered  by  the  unpredictable  nature  of  the  present  economy  and  tlie  fear  that 
recent  problems  will  recur.  The  elimination  of  usury  limitations  would  not  reault  in 
higher  rates,  but  would  permit  those  who  need  credit  to  obtain  it.  We  raspectflillj 
e  that  Congress  take  immediate  action  on  this  problen 

■  -      hisprobh     , 

to  those  who  favor  the  continuatka 
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of  the  prerogatives  of  state  government.  Although  most  usury  laws  have  been  en- 
acted at  the  state  level,  there  are  many  reasons  for  suggesting  that  federal  relief  is 
both  appropriate  and  necessary.  We  think  that  the  following  factors  particularly 
recommend  congressional  action: 

1.  The  continuation  of  usury  limitations  has  an  important  adverse  impact  on  the 
national  economy. 

2.  Congress  has  not  abandoned  this  area  of  law  to  the  states,  but  rather  has  main- 
tained an  active  involvement  in  the  field.  As  a  particularly  important  example,  the 
coat  of  the  funds  used  for  lending  is.  in  large  measure,  the  result  of  federal  activity. 
In  addition,  recent  federal  legislation  and  DIDC  action  have  effectively  deregulated 
the  liability  (deposit!  side  of  the  balance  sheet,  while  the  asset  side  is  still  hampered 
by  state-imposed  price  controls. 

3.  The  need  for  immediate  uniform  relief  can  only  be  met  by  Congress. 

1.  Tht  negative  impact  on  the  national  economy 

As  indicated  earlier  in  our  testimony,  the  most  predictable  result  produced  by 
state  credit  cost  ceilings  that  are  below  market  rates  is  the  unavailability  of  credit. 
If  the  action  of  any  given  state  legislature  would  injure  only  the  residents  of  that 
state,  then  we  would  see  some  merit  in  treating  the  problem  at  the  state  level.  It  is 
impossible,  however,  to  limit  the  damage  done  by  usury  ceilings  to  the  geographical 
boundaries  of  any  state. 

The  obvious  results  of  artificially  set  interest  rate  limits  are  homes  unbuilt,  auto- 
mobiles not  purchased,  home  improvements  delayed,  vacations  forgotten  and  educa- 
tion plans  revised.  In  a  very  real  sense,  the  persons  injured  by  the  usury  limits  of 
Pennsylvania,  are  the  workers  and  stockholders  of  industries  whose  demand  is  cut 
by  the  reduction  in  credit  availability.  Without  question,  the  small  business  opera- 
tor in  Texas,  the  ski  area  owner  in  Utah,  the  maker  of  aluminum  siding  in  Pennyl- 
vania,  the  auto  worker  in  Detroit,  the  farmer  in  Illinois  and  the  airline  pilot  in 
Hartford,  can  all  be  injured  by  the  interest  rate  decisions  made  by  the  state  legisla- 
ture of  New  York.  These  problems  mean  that  even  stales  that  have  acted  to  change 
their  rale  ceilings  are  directly  affected  by  the  usury  problems  of  other  states.  To  fail 
to  see  interest  ceilings  as  a  federal  problem  is  to  lose  touch  with  the  reality  that 
credit  flows  through  and  directly  affects  a  national  economic  system  that  operates 
without  regard  to  political  boundaries. 

It  is  also  important  to  recognize,  that  the  credit  industry  is  itself  fast  becoming  a 
national  industry.  The  nationwide  marketing  of  bank  credit  cards,  the  national 
presence  of  General  Motors  Acceptance  Corporation,  Sears  and  J.C.  Penney,  and  the 
daily  presence  of  American  Express  advertisements  all  suggest  that  consumer  credit 
is  a  national  resource.  It  is  simply  unrealistic  at  this  stage  to  suggest  that  credit«ra 
who  sell  their  product  (the  availability  of  funds)  on  a  nationwide  basis  must  stay 
alert  to  and  carefully  follow  the  patchwork  of  state  usury  laws  that  govern  consum- 
er credit  transactions.  It  seems  inconceivable  that  anyone  would  advocate  that 
states  should  be  allowed  to  impose  price  controls  on  other  commodities  that  flow  in 
interstate  ct 


?.  Federal  participation  in  usury  has  been  tubstanlial  and  longstanding 

A.  Federal  involvement  has  extensive  precedent, — Although  there  has  been  sub- 
stantial state  involvement  in  the  establishment  and  maintenance  of  usury  ceilings, 
it  is  simply  inaccurate  to  view  usury  as  a  state  prerogative  that  has  been  untouched 
by  federal  law.  The  federal  government  has  been  involved  in  usury  matters  for 
many  years.  Under  existing  federal  law,  state  usury  laws  for  certain  types  of  credit 
transactions  have  been  totally  displaced,  and  state  usury  laws  relating  to  all  types 
of  transactions  have  been  preempted  (at  least  to  some  extent)  for  federally  chartered 
and  federally  insured  financial  institutions. 

For  half  a  century  national  lianlis  have  had  a  permissive  maximum  usury  ceiling 
in  connection  with  all  loans.  In  1933  Congress  established  a  permitted-interest  rate 
ceiling  for  national  banks  that  was  tied  to  the  Federal  Reserve  Board's  discount 
rate.  State  usury  laws  that  were  below  the  established  level  of  1  percent  over  the 
prevailing  discount  rate  were  preempted. 

The  recognition  of  usury  as  a  national  concern  has  also  been  reflected  In  more 
recent  legiaUtive  activity.  In  response  to  specific  problems  resulting  from  10  percent 
usury  limits  (imposed  by  state  constitutions  in  Arkansas  and  Tennessee  and  by  stat- 
ute in  Montana),  Congress  provided  for  limited  federal  preemption  for  the  period 
from  October  29,  1974  to  July  1, 1977.  (Act  of  October  29,  1974,  Public  Uw  Number 
93-501,  88  Stat.  1557  (19T3}.)  Similar  relief  as  to  apedflc  types  of  credit  was  sought 
and  obtained  in  1979,  as  costs  of  funds  increased  dramatically.  The  interim  legida- 
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tion  affecting  mortgage  loans  and  large  business  and  agricultural  loans  was  adapted 
on  December  28.  1979.  (Act  of  December  28.  1979,  Public  Law  96-161  (1979).) 

Shortly  after  this  interim  l^BJation  was  adopted,  Congreaa  passed  a  more  dura- 
ble measure  that  preempted  usury  limits  at  least  partially  in  three  areas.  (Act  of 
March  31,  1980,  Public  Uw  Number  9G-221  11980).)  This  legislation,  part  of  the  De- 

Kitory  Institutions  Deregulation  and  Monetary  Control  Act,  preempted  State  usury 
E  that  limit  the  rate  or  amount  of  interest,  discount  points  and  finance  chargea 
that  may  be  charged  in  connection  with  real  estate  mortgages  and— if  the  contract 
containMl  specified  provisions^the  financing  of  manufactured  housing,  including 
mobile  homes.  Stat^  may,  of  course,  reimpoae  their  own  usury  ceilings  within  a 
three-year  period,  and  several  have  already  done  so.  It  also  preempted  for  three 
years  state  laws  in  connection  with  business  and  agricultural  loans  of  more  than 
S25,CNXI  (an  amount  that  was  later  reduced  to  S1,0W>.  This  preemption  remained 
subject  to  an  overall  rate  limitation  of  5  percent  over  the  Federal  Reserve's  discount 
rate,  including  any  surcharge  then  in  effect.  (Appropriately,  S.  730  abolishes  the 
concept  of  an  alternative  federal  ceiling  indexed  to  the  discount  rate,  as  the  experi- 
ences of  the  last  three  years  have  proven  that  this  policy  is  unworkable.) 

Finally,  the  1960  l^slation  provided  for  the  preemption  of  state  usury  laws  for 
all  loans  made  by  state-chartered,  federally  insured  institutions,  subject  to  a  ceiliiw 
of  1  percent  above  the  Federal  Reserve's  discount  rate  (placing  them  on  a  par  with 
national  bankal. 

These  federal  preemption  provisions  give  strong  evidence  not  only  of  federal  in- 
volvement in  the  usury  area,  but  also  of  the  fact  that  congressional  scrutiny  of  state 
usury  ceilings  has  resulted  in  their  being  overridden.  Thus,  the  action  our  Associ- 
ation recommends  has  solid  congressional  precedent. 

B.  Othtr  Federal  regulatory  actions  have  affected  the  impact  ofusurj'  laws.— In  ad- 
dition to  its  direct  participation  in  setting  or  totally  lifting  usury  ceihngs,  the  feder- 
al government  has  played  a  substantial  role  in  those  factors  that  magnify  the  eco- 
nomic and  social  obsolescence  of  usury  limits. 

During  the  past  decade  Congress  has  passed  a  virtual  avalanche  of  new  laws  af- 
fecting creditors,  many  of  which  are  implemented  through  complex  regulations. 
These  federal  laws,  in  most  cases  preempting  state  laws,  reflected  federal  decisions 
about  the  need  for  an  appropriate  level  of  consumer  protection. 

This  extensive  participation  of  Congress  in  the  credit  industry  has  reaulted  in  ■ 
direct  shifting  of  responsibilities  and  costs  between  consumers  and  creditors,  and  to 
varying  degrees  has  imposed  substantial  costs  on  creditors.  A  long  list  of  conaunwr 
credit  provisions  can  be  cited,  including: 
Truth  in  Lending  Act 
Truth  in  Lending  Simplification  and 

Reform  Act  aci 

Pair  Credit  Reporting  Act  Fair  Housing  Act 

Fair  Credit  Billing  Act  Flood  Disaster  Protection  Act  of  1973 

Equal  Credit  Opportunity  Act  Community  Reinvestment  Act 

Fair  Debt  Collection  Practices  Act  Interstate  Land  Sales  Full  Disclosure  Act 

Electronic  Fund  Transfers  Act  Right  to  Financial  Privacy  Act  of  1978 

mposed  certain  duties  on  creditors.  In  an  attempt 
in.  all  of  these  acts  have  involved  at  least  some 
costs.  For  example,  one  Federal  Reserve  study  estimated  that  the  cost  of  implement- 
ing Regulation  B.  promulgated  under  the  Equal  Credit  Opportunity  Act,  cost  credi- 
tors S294  million.  Accordmg  to  a  survey  of^  Rwulation  Z  compliance  costs  to  the 
mortgage  banking  industry,  conducted  by  Louis  Harris  and  Associalea  for  the  Feder- 
al Trade  Commission,  the  average  expenses  as  a  result  of  Reg  Z  falls  diHiroportion- 
ately  on  small  mortgage  banking  firms.  In  addition,  the  study  indicated  tJiM  tn  1981 
large  firms  lassets  over  $200  million)  spent  about  29  cents  per  thousand  doUan  of 
mortgage  loans  to  comply  with  R^  Z,  midsized  firms  (assets  $50-1200  millioD)  qwBt 
about  54  cents,  and  small  firms  (assets  less  than  (50  million)  spent  about  89  cents 
per  thousand  dollars  of  mortgage  loans  to  comply  with  the  Regulation. 

Although  we  understand  that  Federal  Trade  Commission  Chairman  Janwe  C. 
Miller  Illhas  cautioned  against  the  use  of  these  specific  figures  as  true  wtimatM  of 
industry  costs,  we  believe  that  the  study  underscores  the  fact  that  compliance  haa 
added  to  the  cost  of  credit.  Indeed,  in  may  instances  the  additional  coats  have  been 
acknowledged,  but  the  congresaional  iudgment  has  been  that  the  increased  protec- 
tions to  consumers  are  worth  the  resulting  increase. 

Tiie  advent  of  ■  wide  array  of  federal  statutory  and  r^ulatoiy  duties,  limitatkns 
and  prohibitions  has  CT«ated  costs  that  creditors  are  often  unable  to  recover  through 
higher  interest  prices  because  those  prices  are  limited  by  state  usury  lam. 
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C  Tlu  Fedtral  rok  in  regulating— and  nau 
directly  affecttd  cndit  eoaU.—hn  additional 
in  considering  the  federal  role  in  the  usury  law  qucHtion  involvei  the  recent  deregu- 
lation of  a  m^jor  portion  of  a  bank's  coet  of  doin^  business,  the  cost  of  funds.  Since 
the  early  ISSOs  the  rates  paid  by  tianks  on  deposits  have  lieen  regulated  by  the  fed- 
eral government.  These  rate  limits  have  had  their  principal  impact  since  1966,  when 
these  ceilings  had  the  effect  of  differentiating  maximum  permissible  rates  among 
lUfferent  types  of  depository  institutions  and  artificially  r^ucing  the  cost  of  fundi 
to  banks. 

The  six-year  phase  out  of  R^ulation  Q  and  the  introduction  of  NOW  accounts  as 
a  national  product  were  both  provided  in  the  1980  Der^ulation  Act.  The  Depository 
InstitutionB  Deregulation  Committee  published  a  final  regulation  schedule  that 
spells  out  in  timetable  fashion  the  demise  of  remaining  rate  limits  on  deposits.  The 
regulations  deregulate  interest  rate  ceilings  according  to  the  maturity  of  the  depos- 
it. Under  the  regulation,  interest  rale  ceilings  on  various  maturities  will  be  elimi- 
nated in  accordance  with  a  fixed  deregulation  schedule  that  will  remove  all  deposit 
rate  ceilings  by  March  31,  19g6.  Most  importantly,  the  ceilingless  Money  Market  De- 
posit Account  and  the  Super  NOW  Account,  authorized  by  the  Gam-St  Germain  De- 
pository Institutions  Act  of  1982,  have  as  a  practical  matter,  deregulated  a  substan- 
tial portion  of  financial  institutions'  deposit  bases.  Clearly,  the  increased  rates  that 
depository  institutions  are  paying  and  will  pay  to  their  depositors  will  increase  the 
cost  of  funds. 

This  action  removes  the  final  vestige  of  the  federal  government's  longstanding 
role  of  limiting  the  costs  of  funds  to  deposit-taking  institutions.  Thus,  the  federal 
government,  particularly  by  actions  taken  in  the  early  19308  and  the  early  1980s, 
has  had  a  significant  effect  on  the  pricing  of  the  cost  of  funds  for  credit  extensions. 
Since  financial  institutions  must  pay  a  market  rate  to  attract  deposits,  the  contin- 
ued imposition  of  usury  ceilings  wilt  surely  contribute  to  the  very  troublesome  pros- 
pect of  severe  financial  problems  within  the  industry.  As  a  consequence,  consumers 
confidence  in  the  system  could  erode  creating  even  more  problems  in  the  economy. 
It  is  simply  Illogical  to  ignore  this  substantial  federal  involvement  when  considering 
the  pricing  side  that  now  remains  subject  to  state  law. 

D.  Conclusion:  The  Federal  role  in  uaury  has  been  gubelanlial.—The  response  to 
the  anument  that  usury  lavn  were  and  remain  the  appropriate  and  exclusive  prov- 
ince of  the  state  is  that  this  suggestion  is  factually  inaccurate.  Both  direct  and  indi- 
rect involvement  of  the  federal  Rovemment  have  existed  for  half  a  century,  a  trend 
that  has  accelerated  rapidly  in  tne  past  decade.  In  the  limited  displacement  of  state 
usury  ceilings,  the  imposition  of  new  responsibilities  that  produce  costs,  and  the  par- 
ticipation is  setting— and  then  deregulating — maximum  deposit  rates  that  dir^ly 
affect  the  costs  involved  in  lending,  the  federal  presence  in  the  usury  area  is  estab- 
lished and  apparent.  It  is  nether  improper  nor  inappropriate  for  the  federal  govern- 
ment to  recognize  the  efTects  of  its  cost-generating  activities  by  also  dealing  with  the 
pricing  side  of  the  equation. 

J.  Timely,  uniform  rvlief  is  afforded  only  at  the  Federal  level 

Moreover,  Mr,  Chairman,  only  federal  legislation  is  capable  of  producing  the 
rapid  response  needed  to  provide  relief  from  archaic  state  usury  laws.  The  alterna- 
tive is  a  gradual  series  of  state  legislative  pronouncements  that  might  be  adopted 
and,  even  then,  only  after  extended  discussion  and  debate  that  doubtless  will  pro- 
duce a  broad  array  of  different  types  of  provisions.  Insofar  as  there  has  been  a  state 
response,  in  many  cases,  only  temporary  relief  has  been  provided.  Multiple  diverse 
rules,  many  only  of  brief  duration,  adopted  over  a  span  of  years  simply  will  not  re- 
spond to  the  immediate  needs  presented  by  the  dynamic  market  forces  that  operate 
at  a  national  level. 

in  view  of  today's  national  credit  market,  a  state-by-state,  piecemeal  approach 
simply  will  not  work.  Multi-state  creditors  cannot  operate  efficiently  if  subject  to  a 
constantly  changing  patchwork  of  rate  ceilings.  Long-range  planning  efforts  have 
become  meaningless,  since  predicting  the  duration  and  nature  of  the  responses  by  a 
large  number  of  l^istative  bodies  is  impossible.  Perhaps  most  important  is  that  a 
growing  number  of  states  have  r^iected  usury  ceilings.  They  provide  increased  op- 
portunities for  financial  institutions  to  offer  credit  at  market  rates.  This  means  that 
as  a  practical  matter  even  some  consumers  in  low-rate  states  who  want  credit  will 
often  be  able  to  obtain  it  from  out-of-state  sources  at  market  rates.  Thus,  insofar  as 
justification  for  continued  state  action  is  based  on  "protecting  "  consumers  from 
market  rates,  that  oltjective  lias  been  thwarted  by  the  workings  of  the  market. 

History  has  riiown  that  attempts  to  provide  a  uniform  andreasonable  usury  ceil- 
ing at  the  state  level  have  fallen  short.  In  the  later  1960s,  and  again  in  the  early 
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19T0s,  the  Uniform  Consumer  Credit  Code  was  propoaed  by  the  National  Conference 
of  CommiBsioners  on  Uniform  State  Laws.  T^is  comprehensive  t^islative  effort  op- 
erated from  the  premise  that  a  competitive  market— assured  by  very  few  bturiers  to 
market  entry  for  potential  creditors — should  be  allowed  to  operate  within  usury 
ceilings  that,  at  the  time  of  their  adoption,  were  very  high.  Essentially,  the  UCCC 
provided  interest  rate  ceilings  of  36%  for  loans  up  to  £300  or  lees,  21%  for  loans  of 
£300  to  £1,000,  15%  for  loans  greater  than  £1,000,  or  at  an  alternative  flat  rate  of 
18%.  Yet,  in  response  to  this  massive  effort,  only  twelve  State*  have  adopt«l  th» 
UCC— fully  or  partially— since  it  was  Hrst  proposed  in  1969.» 

Both  inertia  and  political  pressures  at  the  state  level  appear  to  explain  the  reteu' 
tion  of  usury  ceilings  or  the  tendency  to  provide  only  limited  and  somewhat  arbi- 
trary exception  B. 

The  speed  and  consistency  necessary  to  address  the  usury  ceiling  problem  are  not 
available  at  the  state  level.  Federal  action  is  the  only  realistic  avenue  for  usury 
relief. 

PENDmC  LaCISLATION 

Mr.  Chairman,  we  believe  that  legislation  now  before  this  Committee  would  pro- 
vide this  relief.  The  Credit  Deregulation  and  Availability  Act  of  1983,  introduced  hy 
you,  Senator  Proxmire  and  Senator  Lugar,  will  do  much  to  alleviate  the  problems 
that  we  have  discussed  today. 

This  important  legislation  would  provide  relief  in  two  areas.  The  first  involves 
consumer  credit  transactions,  and  the  second  relates  to  business  and  agricultural 
credit.  We  would  like  to  coment  on  both  of  these  aspects  of  S.  730. 

The  basic  thrust  of  the  consumer  credit  provisions  is  to  release  the  market  from 
artificial  constraints,  permitting  the  highly  competitive  consumer  credit  market- 
place to  establish  rates.  This  allows  creditors  to  make  credit  available  to  consumen 
who  want  it  at  a  price  based  on  the  costs  involved.  The  bill  permits  the  market  to 
establish  both  the  shape  and  the  level  of  the  charges  being  assessed.  Consumeim  or 
protected  from  unreasonably  high  rates  by  market  mechanisms.  We  consider  this  to 
be  the  most  important  feature  of  the  bill. 

The  absence  of  an  arbitrary  "cap"  and  the  consequent  working  of  the  market  is 
the  only  way  to  assure  the  reasonable  availability  of  credit.  Any  rate  restriction  has 
the  effect  of  denying  credit  availabiliu.  The  diversity  of  credit  transactions  involvied 
cannot  be  covered  by  a  single  rate.  The  risk  involved,  the  dollar  amount,  and  th« 
term  of  the  transaction  are  only  a  few  of  the  multiple  factors  that  make  one  rate 
inappropriate. 

Moreover,  setting  a  specific  rate  involves  either  looking  at  current  market  rates 
or  making  predictions  about  future  market  conditions.  Neither  alternative  is  desir- 
able. Seizing  on  current  rates  generally  involves  setting  a  static  limit  based  on 
today's  situation.  That  approach  seems  certain  to  assure  a  perpetual  series  of  rate 
changes  through  attempts  to  keep  up  with  market  changes — a  process  unlikely  to  be 
responsive  in  a  timely  manner  to  market  shifts.  Predicting  future  rates  seems  equal- 
ly impossible.  If  nothing  else,  the  past  four  years  have  served  to  remind  all  o(  us 
that  the  market  does  not  always  perform  predictably. 

By  the  same  token,  attempts  at  seeking  an  appropriate  index  have  consistently 
failed.  In  our  experience  there  is  no  index  that  accurately  reflects  the  multitude  of 
factors  that  must  be  included  in  pricing  credit  services.  We  have  analysed  virtually 
every  known  index  and  none  will  provide  an  accurate  indication  of  the  market  cost 
of  funds  as  those  costs  relate  to  both  long-  and  short-term  transactions. 

Perhaps  the  best  example  of  the  difficulties  involved  in  selecting  an  index  has 
been  the  suggestion  that  we  look  to  the  Federal  Reserve  Board's  discount  rate.  The 
Association  would  respectfully  suggest  that  the  discount  rate  is  simply  an  inappro- 
priate measure  as  it  is  an  administered  rate  on  short-term  funds,  calculated  primar* 
ily  on  the  basis  of  monetary  policy.  It  bears  no  direct  relationship  to  the  CKditor's 
cost  of  funds,  let  alone  the  other  costs  associated  with  lending.  Perhaps  more  impor 
tant.  this  rate  may  be  altered  for  reasons  quite  separate  and  apart  from  anything 
having  to  do  with  the  cost  of  funds.  As  Vice  Chairman  Schultz  of  the  Federal  Re- 
serve Board  testified  in  1980  before  the  House  Committee  on  Small  Busineos,  the 
use  of  the  Federal  Reserve  discount  rate  is  an  inappropriate  measure  to  use  in  at- 
tempting to  set  rate  levels. 

*  Variout  sources  cite  different  ligures  reepecting  the  number  of  etatsi  that  have  "adopted" 
the  UCCC,  depending  on  the  extent  to  which  the  model  code  wu  rollowed,  Theee  f«uree  gener- 
ally  vary  from  six  to  twelve  Btalefl. 


,db,Googlc 


In  light  of  the  economic  problems  caused  by  price  controls  and  the  availability  of 
a  competitive  open  marliet  as  a  mechanism  to  set  the  price  of  credit,  it  is  difficult  to 
justify  the  need  to  set  any  ceiling.  Ae  described  earlier,  the  traditional  justifications 
no  longer  support  the  continuation  of  usury  ceilings. 

Thus,  this  l^islation  properly  allows  the  market  t 
mice  controls,  S.  730  would  leave  in  place  the  state  c< 
Preoiunabl^.  state  laws  that  deal  specifically  with  r 
placed.  This  permits  the  states  to  respond  to  specific  difliculties  tliat  they  may  en- 
counter in  dealing  with  abusive  credit  practices  unique  to  their  stales,  while  at  the 
same  time  permitting  creditors  whoee  costs  are  largely  influenced  hy  federal  action 
to  recoup  those  costs. 

However.  Mr.  Chairman,  we  note  that  the  language  of  S.  730  differs  somewhat 
from  last  Congress's  legislation  (S,  1406  by  Senator  Lugar)  In  one  aspect.  The  defini- 
tion of  "covered  charges"  (Sec.  532<aKl))  has  beer  narrowed.  The  section-by-eection 
analysis  reflects  that  states  will  still  be  allowed  to  place  price  controls  on  many  as- 
pects of  a  credit  transaction.  This  contraction  may  have  resulted  from  previous  con- 
sumer group  testimony  that  inaccurately  alleged  that  state  laws  limiting  charges  on 
insurance  premiums,  title  and  closing  fees,  late  charges,  attorney  fees  and  court 
costs  woula  tie  preempted.  Though  S.  730  clearly  addresses  these  concerns,  we  have 
several  reservations  that  certain  charges  directly  determinate  of  rates  will  still  be 
under  state  price  controls.  For  instance,  state  restrictions  on  rebates  and  other 
chaises  for  prepayment  would  not  be  preempted.  Prepayment  charges,  equivalent  to 
a  "minimum  interest"  charge,  are  incurred  by  borrowers  whenever  they  decide  to 
terminate  the  contract  earlier  than  originally  agreed.  Lenders  are  compensated  in 
this  manner  because  the  original  contract  contemplated  that  a  certain  amount  of 
interest  would  be  paid,  and  early  termination  changes  the  initial  assessment  of 
return.  If  states  are  permitted  to  severely  restrict  such  charges,  lenders  will  be 
forced  to  impose  higher  rates  on  all  consumers  in  order  to  prevent  losses.  Therefore, 
we  believe  that  the  new  definition  and  section-by-section  analysis  denies  lenders 
much- needed  flexibility. 

We  are  also  concerned  that  the  legislation  continues  to  contain  the  state  opt-out 
provision.  One  of  the  primary  thrusts  of  this  legislation  is  to  allow  capital  to  flow 
freely  between  states.  As  we  previously  pointed  out,  states  that  impose  ceilings 
affect  commerce  among  all  the  states.  To  allow  the  opt-out  provision  could  lead  to 
tbe  reinstatement  of  the  patchwork  pattern  which  would  frustrate  the  intent  of  the 
l^alation. 

Finally,  the  Association  strongly  supports  the  provisions  in  S.  730  that  perma- 
nently remove  remaining  interest  rate  ceilings  that  apply  lo  business  and  agricul- 
tural credit.  The  changes  reflected  in  the  bill  are  totally  appropriate,  given  tne  de- 
sirability of  market-determined  operations.  We  also  endorse  the  abolishment  of  the 
indes  that  had  applied  to  business  and  agricultural  credit  for  reasons  we  have  al- 
ready stated  in  this  testimony. 


In  conclusion,  Mr.  Chairman,  usury  relief  is  essential  to  our  industry.  As  in  other 
s^ments  of  our  economy,  the  imposition  of  arbitrary  price  controls^by  whatever 
level  of  government — is  simply  inconsistent  with  the  proper  and  efficient  operation 
otan  open-market  economy. 

The  Association  respectfully  urges  early  and  favorable  action  on  S.  730,  which 
would  provide  essential  relief  in  this  most  important  area.  Thank  you. 

APPENDIX  A.— NEW  YORK  STATE  BANKERS  ASSOCIATUN 
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The  Chairman.  Mr.  Evans. 

ROBERT  B.  EVANS.  PRESIDENT,  AMERICAN  FINANCIAL  SERVICES 
ASSOCIATION 

Mr.  Evans.  Thank  you,  Mr.  Chairman.  My  name  is  Rf^rt  B. 
Evans,  president  of  the  American  Financial  Services  Association. 

ir  I'm  allowed  one  short  commercial  here,  I'd  like  to  point  out 
that  our  name  used  to  be  the  National  Consumer  Finance  Associ- 
ation. I  believe  our  members  wEinted  us  to  be  more  attuned  to  the 
times,  so  we  now  must  be  a  financial  services  organization. 

That's  accordingly  our  name.  We  now  account  for  atmut  28  per 
cent  of  the  consumer  credit  outstanding.  That's  about  $94  biliion 
out  of  $340  billion,  which  is  up  considerably  from  where  it  was 
about  7  years  ago  when  I  first  came  down  to  testify  about  truth  in 
lending. 

We  wholeheartedly  support,  Mr.  Cheiirman,  S.  730,  and  we  appre- 
ciate your  reintroduction  of  the  preemption  l^islation. 

I'd  like  to  point  out  just  briefly  that  although  many  States  have 
acted  in  the  last  few  years  to  increase  their  ceilings  fuid  to  dereg- 
ulate, most  of  these  were  accompfmied  by  a  sunset  provision. 

We're  not  out  of  the  woods  yet  by  any  means.  Across  the  country 
we  know  that  the  sunset  provisions  will  take  effect  and  the  ratee 
will  be  reduced,  and  during  the  next  credit  crunch — I  hope  we 
don't  have  one — we'll  be  fighting  the  same  battle  alt  over  again. 

Further,  we've  had  a  very  good  experience  under  the  der^ula- 
tion  that  was  accomplished  not  so  long  ago  in  the  case  of  manufac- 
tured housing.  One  of  our  major  members,  GE  Credit,  was  veiy 
broadly  engaged  in  the  financing  of  manufactured  housing  and  has 
informed  us  that  in  33  of  the  41  States  in  which  they  continue  to 
finance  in  this  area,  they  used  the  Federal  alternative  rate. 

So,  you  can  see  many,  many  people  were  benefited  and  were 
thereby  enabled  to  obtain  housing  during  a  very  critical  period 
when  other  housing  could  not  be  obtained  to  finimce. 

Let  me  turn  just  briefly  to  some  of  the  statements  of  our  oppo- 
nents on  this  legislation.  Quite  obviously,  deregulation  can  be  ac- 
complished. Many  States  have  done  it  and  the  results  have  been 
quite  good  over  all. 

The  consumer  protections  have  remained  intact.  If  you  just  look 
at  page  11  of  our  statement,  you  will  see  literally  dozens  upon 
dozens  of  consumer  protections,  for  instance,  that  remain  in  eicist- 
ence,  and  these,  of  (nurse,  have  to  be  considered  along  with  the 
Federal  protections. 
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Finally,  some  of  the  examples  provided  by  the  evils  of  deregula- 
tion simply  are  inapplicable  because  they  break  exisiting  laws,  as 
was  pointed  out  by  a  witness  earlier. 

These  people  charging  80  percent  simply  don't  have  a  regard  for 
any  kind  of  law  or  any  ruler  regulation  of  any  kind,  and  until 
somebody  enforces  existing  laws,  they're  going  to  get  away  with  it. 

I  have  heard  reports  that  the  suggestion  that  a  plain  language 
requirement  be  incorporated  in  this  bill.  It  might  help  you  to  know 
that  out  of  the  $94  billion  of  flnancing  that  we're  engaged  in  by  our 
members,  probably  about  $75  billion  of  that  is  in  plain-language 
form  right  now. 

I'd  point  out  that  Households  International,  GMAC,  and  Ford 
Motor  Credit  are  among  the  major  institutions  that  have  this. 

Finally,  a  question  has  arisen  before  you  in  this  committee  and 
presently  in  Senator  Hawkins'  hearings.  It  relates  to  whether  or 
not  the  rate  being  charged  by  one  of  our  major  members  in  these 
promotional  financings  that  have  taken  place;  namely,  GMAC — 
whether  their  specials  of  1982  of  12.8  percent  and  10.9  percent  were 
subsidized  or  nonsubsidized  rates. 

The  contention  has  been  raised  twice  that  these  are  not  subsi- 
dized rates,  these  are  really  market  rates.  Therefore,  every  other 
financial  institution  should  be  charging  the  same. 

That's  simply  not  true.  These  quite  clearly  are  subsidized  rates. 
I'll  give  you  the  overall  coet  of  funds  to  GMAC  in  1982  in  case  you 
believe  that  might  not  be  the  case.  It  was  11.77  percent.  In  1983, 
it's  13  percent. 

So,  it's  quite  obvious  that  these  are  a  subsidized  rate  and  they're 
using  the  specials  in  order  to  help  the  sale  of  cars,  which  was  the 
basic  problem. 

The  fact  that  they  made  a  profit  does  not  militate  against  this  or 
vice  versa,  because  this  applies  to  a  very  small  portion  of  the  total 
financing  of  $23  billion  in  retail  contracts  that  GMAC  for  instance 
extended  Ifist  year. 

Further,  they  have  a  stock  of  contracts  that  goes  back  over  a  3- 
year  period,  which  would  account  for  their  profitability.  They 
simply  subsidize  these  rates;  it's  not  a  market  rate. 

I'll  be  glad  to  respond  to  any  questions  you  have,  Mr.  Chairman. 

[The  complete  statement  follows;] 
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StatcMRt  of 

ROBERT  8.   BVAm 

President 

ANERICAR  FimUICIAL  SBRVICBS  ASSOCIATION 

Mr,  Chaliun  and  Heab«ra  oC  the  Coaaltteei 

My  naae  la  Robeit  B.  Brans,  Prasldant  of  tha 
Aaerlean  Financial  Secvlcea  Aaaoclation  (AFSA) .*  Organlaed 
In  1916>  AFSA  la  tha  national  trade  aaaoclation  of  non-t>ank 
financial  sarvlcea  coBpanlaa.  AFSA  raprasants  over  S80 
c<M*paniaa  operating  nore  than  15,000  offlcea  aarvlnq  tha 
public  throughout  the  country.  The  ■eaibatahlp  oC  AfSA  la 
highly  dlveralftad  ranging  froai  alngle  aaall  loan  offlcaa  to 
substantial  nationwide  organisations  angsgad  In  nnaacurad 
direct  lending,  sacond  Mortgage  lending  and  the  financing  of 
the  Bale  of  durable  goods.  In  sun,  tha  conauMar  finance 
Induatry  accounts  for  approalaataly  ona-fourth  of  all  eonau- 
pei  credit  astendad  or  approxl«ataly  $94  billion  ot  tha 
$313  plus  billion  outstanding. 

AFSA  graatly  appreclatea  this  opportnnlty  to 
a^Mar  to  present  Its  views  on  S.  130.  the  Credit  Dereg- 
ulation and  Availability  Act  of  19B3. 

As  a  general  propoaltlon,  AFSA  supporta  fedatal 
praanption  and  deregulation  of  state  credit  and  usury  call- 
ings. These  lloiitB,  whether  bearing  the  appellation  'usucy 
linita*  or  'rata  callings'  are  slaply  price  controls  Iwposad 
upon  the  'use*  of  aonay.  Federal  preaaptlon  of  business  and 
agricultural  loan  catlings  la  a  natural  step  in  tha  orderly 
progression  of  the  deregulation  and  rastructuring  of  tha 

•  The  Association'!  corporate  naae,  forwerly  National 
OonsuHer  Finance  Association,  was  officially  changed 
on  February  1.  19B3. 
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nation's  financial  Inatltutlons.  Indaad,  It  follows  that  - 
If  the  largest  group  of  credltoca  In  the  country  nay  not 
eharqa  iiarket  raten  for  the  use  of  their  funds  -  other 
creditor  groupa  who  borrow  fron  the*  nust  be  accorded  the 
save  prlvilega.  This  'largest  group'  conalats  of  Individual 
savers,  the  source  of  virtually  all  savings.  Mtth  the 
eaergence  of  voney  narliat  rate  accounts,  the  individual 
BSTei  la  now  able  to  conaand  aarket  rates  for  his  funds) 
naturally  the  financial  Internedlarles  which  eaploy  these 
funds  Bust  be  free  to  do  the  save  or  forego  lending  when 
■arket  rates  exceed  any  statutory  celling. 

This  Issue  is  particularly  vltsl  to  tha  financial 
services  Industry,  particularly  during  tlaaa  of  viola tile 
■oney  coats,  Onllke  depository  institutions  which  nay  curb 
lending  and  continue  to  retain  their  consuners  through 
savings,  checking  or  truat  services,  s  sales  or  comnercial 
finance  conpany'a  sole  relationship  to  a  custoaier  is  the 
eatension  of  credit.  Turning  down  a  custoaer  tranalataa  to 
losing  that  custoner. 

1.      B0BIHB8B  AHD  ACRlCnLTOBAL  CRgPIT 

AFSA  urges  that  the  Congresa  aake  permanent  the 
preeaptlon  of  state  interest  rate  ceilings  foe  busineae  and 
agricultural  loana  and  aaend  tha  current  statute  to  deregu- 
late all  auch  extenalons  of  credit. 

Financial  services  conpanles  floor  plsn  coBmerclal 
■otor  vehicles,  sgricultursl  iMplenents  and  tractors,  retell 
goods  and  engage  in  direct  financing  or  factoring  for  aany 
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buBlnesses.  Daucy  CAlllnqs  which  vary  Fro*  stat*  to  state 
and  contain  sunset  provisions  pake  strategic  planning  very 
difficult  in  this  type  of  financing,  Financial  sacvlcaB 
coMpantes  ace  forced  to  shift  their  assets  into  higher  yield 
states  when  noney  coats  preclude  extending  business  credit 
in  certain  states ,  resulting  in  denial  of  credit  to  siiall 
business. 

In  contrast,  federal  Intervention  and  iferegulation 
of  state  usury  ceilings  on  manufactured  housing  provides  an 
instructive  eianple.  Many  state  rate  restrictions  on  Manu- 
factured housing  have  proven  insufficient  to  provide  consu- 
■ers  funding  for  the  purchase  of  new  hones.  The  federal 
preeiaption  provided  in  the  Depository  institutions  Deregu- 
lation and  Honetary  Control  Act  of  19B0  was  successful  In 
providing  funding  for  manufactured  housing.  The  esperience 
of  a  large  financial  services  coaipany  reflected  that  by  1981 
that  company  operated  under  the  federal  alternate  rate  in  33 
of  the  41  states  in  which  that  rate  was  applicable.  Had 
that  option  not  been  open,  the  borrowers  from  the  company 
aay  have  bean  turned  away  when  aeeking  financing.  Ne  urge 
Congress  to  extend  the  same  flexibility  to  business  and 
agricultural  credit. 

AFSA  urges  the  Congress  to  view  this  issue  with  a 
long-term  historical  perspective.  Although  the  prime  lend- 
ing rate  Is  lower  today  than  In  the  Immediate  past,  it  is 
still  much  higher  than  It  has  traditionally  been.  While  not 
a  perfect  indicator,  it  Is  reflective  of  money  costs  and  the 
attached  chart  reflects  the  wide  variation  of  recent  years. 


jdbyGoOglc 


II.      COHBIWIBR  CKBDIT 

A.    AfSA  Support*  Federal  Prawptlon  of  State 
n»urv  Calllnaa  and  Oroaa  Parity  Aaoiw  flmnelal  Inatltutlona 

AFSA  wholeheartedly  supporta  the  oonauMai  credit 
prortalona  of  8.  730.  The  financial  aarvtcea  Induatiy  la 
unique  aaong  the  financial  inatitutions  advocating  federal 
pree^ttion.  iihila  there  ia  reMarkable  unanlailty  aaong 
federally  regulated  financial  Inatitutions  that  preemption 
ia  desirable ,  our  industry,  which  ia  unlTeraally  llccnaed, 
regulated  or  operating  pursuant  to  state  latr  also  supports 
federal  preeaption. 

Much  federal  legislative  effort  haa  gone  into  the 
creation  of  a  'level  playing  field'  upon  which  all  financial 
instltutiona  nay  cmapete  equally.  While  to  a  large  eitent 
federally  chartered  Inatitutions  have  received  suoh  treat- 
Bent  through  leglalation  and  -Judicial  deoislona  which  have 
expanded  the  powers  of  'aoat  favored  lenders',  financial 
aervlces  coapaniea  ace  In  fact  the  least  favored  lenders. 

Since  the  Rational  Bank  Act  of  1864,  federal  banks 
could  charge  the  rate  perMitted  atate  banks  under  state  law, 
even  If  the  state  cat*  eiceeded  a  national  ceiling.  This 
rule,  aptly  naned  'the  aoat  favored  lender  doctrine',  con- 
tinues in  today'a  National  Bank  Act,  and  friendly  adainis- 
trative  agencies  have  expanded  its  interpretation. 

n>e  right  of  a  national  bank  to  charge  the  rate 
peraitted  in  the  state  in  irtiich  it  is  located  was  oonstrued 
by  the  Snpre**  Court  to  allow  the  application  of  that  rate 
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to  a  consu**!  In  another  state,  even  If  the  con«u*ec'a  state 
of  tealdence  allows  a  lesser  rate.  Nrquette  Watlonal  Bank 
of  HlnneapollB  w.  First  of  0— ha  Corp..  43»  O.8.  2M  (19781 
allowed  the  servleinq  of  Minnesota  residents  by  a  Nebraaka 
bank  at  the  higher  Nebraska  rate.  This  abllltr  to  export 
Interest  rates  does  not  accrue  to  a  consuKer  finance  coMpany 
or  a  retailer.  Today  a  national  bank  chartered  In  Delaware 
»ay  Issue  credit  cards  to  conaaaers  throughout  the  country 
under  Delaware's  deregulated  rates.  A  finance  coapany  or 
retailer  doing  business  In  Delaware  may  Issue  credit  cards 
or  nake  loans  to  consuvere  throughout  the  country  only  under 
the  rate  permitted  by  the  conauiwr 'a  state  of  residence. 
This  dlacrliiinBtlan  against  non-federally  chartered  Insti- 
tutions can  only  be  ended  through  a  national  preemption  of 
state  usury  ceilings. 

The  financial  services  Industry  Is  subject  to  consider- 
ably greater  restriction  In  the  enployaent  of  Its  assets 
than  our  competing  financial  Institutions.  These  state- 
Inposed  restrictions  Includei  1)  llnltatlons  on  the  asiount 
and  duration  of  credit  that  »ay  be  extended)  3)  llnltatlons 
on  the  type  of  property  which  aay  secure  an  extension  of 
credit)  and  3)  sxtraordlnary  penalties  for  violations  of 
contract  ter«s.  APSA  does  not,  however,  seek  federal  pre- 
eaptlon  of  these  restrictions,  aerely  the  deregulation  of 
the  rate  cowponent.  He  believe  that  'deregulation'  of  such 
state-laposed  restrictions  should  -  and  will  -  coae  fro«  the 
States  as  a  by-product  of  rate  deregulation. 
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B.  PrgvtottB  y*J*ral  Prewption  of  Conmaet  itotcB 

Th*  Congress,  varloua  adBtnlstratlve  aqcnclea  and 
progr«>atv«  state  legislatures  have  already,  to  a  large 
degree*  recognised  the  social  benafit  of  deregulating  Inter- 
est rates.  In  the  Bousing  and  CoMiunlty  Developaent  Avend- 
aants  of  1979,  Congress  prceapted  state  ceilings  on  second 
Mortgage  lending  which  restricted  the  federal  housing  adnln- 
Istcation'a  Title  I  not  laprovcMsnt  Loan  Progran.  tn  the 
Depository  Institutions  Deregulation  and  Monetary  Control 
Act  of  19B0,  Congress  preesipted  state  usury  ceilings  on 
first  Mortgage  loans.  Manufactured  housing  loans  and  pro- 
vided parity  of  powers  for  state  chartered  federally  Insured 
financial  Institutions. 

AdMinlstratlve  agencies  have  also  recognised  the 
desirability  of  preevptlon.  In  its  19B0  report  to  Congress, 
the  Interagency  Task  Porce  on  Thrift  Institutions  concluded 
that  usury  ceilings  produced  undesirable  econonic  effects 
and  recmiMended  that  Congress  override  such  restrictions  for 
consmer  lending. 

Last  week,  the  Secretary  of  the  Treasury  testified 

in  favor  of  this  Title  affirning  the  AAilnlstrat Ion's  strong 

support  for  rsMoval  of  usury  ceilings.   Secretary  Kegan 

stated  1 

The  rcMoval  of  usury  ceilings  would  also 
benefit  borrowers  by  Making  It  easier  for 
thsM  to  obtain  credit.  The  AdMinistratlon 
believes  that  usury  ceilings  only  distort 
financial  Markets  and  credit  flows  and  do 
not  reduce  the  cost  of  credit  to  the  econony. 
Institutions  are  More  likely  to  lend  to  all 
types  of  borrowers  If  loans  can  be  priced 
to  reflect  the  risk  eiposure. 
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H«  also  noted  that  S.  730  docs  not  Intetfec  with 
the  states'  authority  to  iRpoae  constmei  piotcctlon  provls- 
tona  on  credit  transactions  or  their  ability  to  regulate 
creditors. 

„-^.  Deregulation  and  Consumer  Protection 

This  ability  to  regulate  creditors  reiaalns  un- 
touched. Opponents  of  Interest  rate  deregulation  at  every 
level  have  often  raised  the  specters  of  legalised  'loan 
sharking',  unregulated  default  and  prepayaent  penalties, 
wholesale  Increases  In  the  use  of  balloon  notes  and  have 
even  clalaed  that  attorney 'a  feea  on  default  would  rise. 
These  anotlonal  issues  are  siaply  false. 

S.  730  aiaply  renoves  rate  ceilings  while  leaving 
untouched  state  consumer  protection  laws.  State  restric- 
tions on  prepayment  penalties,  rebates.  Methods  of  calculat- 
ing Interest,  e.g. ,  the  precoaputed,  add-on,  or  discount 
»ethoda.  Uniting  the  refinancing  of  balloon  notes,  and 
statutes  nandating  the  use  of  'plain  Kngllsh*  would  rsBaln 
untouched . 

This  bill  leaves  undisturbed  the  full  panoply  of 
conBUMer  protections.  Consumer  Finance  cmpanles  are  lic- 
ensed and  regulated  In  every  state  In  which  they  operate. 
The  licensing  often  Includes  an  investigation  of  the  appli- 
cant's character,  fitness,  and  financial  stability.  Regula- 
tory requireaents  Include  esaalnation  by  stats  exanlners  for 
cOMpllanee  with  state  and  federal  truth- In-lending  dlaclos- 
nres,  eo«pllance  with  the  refunding  provisions  and  a  super- 
vision of  collection  practices. 
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Mills  eeapllane*  with  the  ■aslMini  stat*  rates 
would  be  ellalnated  through  the  paiaage  of  this  Isglalatlon, 
oasiplianca  with  all  other  state  regulations  will  continue. 
Virtually  every  state  has  a  co^issloner  of  consuser  ecsdlt 
charged  with  the  regulation  of  consuMsr  flnancs  coKpanles. 
Svery  state  has  required  disclosures  for  each  type  of  consu- 
•er  credit)  fifteen  etatea  have  requlrmients  which  substan- 
tially parallel  the  federal  Truth- In -Lending  Act.  Forty- 
sight  states  prcAlblt  deceptive  advertising. 

Virtually  all  states  have  adoptad  soms  for*  of 
statutory  repossession  procedures  bv  which  personal  property 
■ay  be  recovered  if  wrongfully  taken.  Credit  Insurance  Is 
reserved  to  state  control}  every  state  has  Its  own  coapre- 
henaive  act  regulating  the  sale  of  credit  related  insurance> 
the  prealuMS  Cor  such  Insurance  and  providing  penalties  for 
violations. 

These  protections  will  re«aln  undisturbed  by  S.730 
and  coapllance  will  continue  to  be  neasured  by  the  state 
coilssioners  of  consuMer  credit.  Just  as  banks  and  savings 
and  loan  associations  continue  to  be  regulated,  even  where 
their  first  aortgage  rata  ceilings  hsvs  been  deregulated, 
the  financial  services  Industry  will  reaaln  highly  regulated 
under  this  bill. 

1.    Detejiulatlon  and  nCCC  Consumer 
Protect iona 

The  Dnlfora  Conauaer  Credit  Code  IDCCC) 
provides  the  basic  conswser  protection  law  tor  Colorado, 
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Id«ho,  Indiana,  Iowa,  Kansas,  Halna,  Oklahowi,  South  Caro- 
lina, Utah  and  Wyonlng. 

Only  those  provisions  oF  tha  DCCC  Involv- 
11)9  Fat«  ceilings  are  teaoved  by  S.  730  -  all  othsr  foras 
of  consmer  protection  ramalni 

a)  Definitions  of  'acturlal  aethod*, 
'agteenant' ,  "closing  costs',  'conspt clous*  >  'credit*, 
"earnings*,  'official  fees',  'goods',  'services*,  'sals  of 
services*,  'precoarputed* ,  'seller',  'coneuaer  lease*,  're- 
volving charge  account*,  'cash  price*,  'consuaer  loan*, 
*aaount  financed',  'loan*,  *lender',  'loan  finance  charge*, 
'supervised  loan'  and  other  definitions  which  protect  the 
consuner  by  providing  a  universal  frsBework  for  extensions 

b)  Provisions  governing  sddltlonal  charges 
In  credit  sales,  delinquency  and  default  charges,  rights  to 
prepay,  rebates  upon  prepayaent,  disclosure  of  aethod  of 
calculating  sales  made  by  telephone,  truthful  advertising, 
llaitattons  upon  aultlple  agreeaents,  balloon  payments, 
attorney's  fees,  llaitattons  on  default  charges,  prohibi- 
tions against  confessed  ludgaents,  hoae  solicitation  sales 
and  changes  in  the  teras  of  revolving  loan  accounts, 

c)  The  area  of  credit  related  Insurance 
reaalns  untouched.  Provisions  Include  those  governing] 
creditor's  provision  of  and  charge  for  Insurance,  eicess 
aaount  of  charge,  conditions  applying  to  Insurance  to  be 
provided  by  creditor,  unconsclonablllty,  aaxlaua  charge  by 
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cr*ditoi  for  insurance,  aMount  of  ratund  ot  credit  legalradf 
•slating  Insurance,  choice  of  Insurer,  charge  for  Insurance 
in  connection  with  a  deferral,  refinancing,  or  consolida- 
tion, duplicate  charges,  ter*  of  Insurance,  aaount  of  Insur- 
ance, filing  and  approval  of  rates  and  for»s,  property 
Insurance,  insurance  on  creditors  Interest  only,  liability 
insurance  and  cancellation  by  creditor. 

d)  The  DCCC's  l^ottant  provisions  govern- 
ing remdles  and  penalties  are  also  untouched.  These  in- 
clude such  vital  llpitatlona  on  creditor  reaedtes  such  as 
restrictions  on  def Ictencv  ludgaents  In  consraer  credit 
sales,  no  garnishment  before  ludgnwnt,  llattatlon  on  garn- 
lahBent  no  discharge  froH  eaplcy«ent  for  garnlshaant,  extort- 
ionate extensions  of  credit  anfl   unconsclonablllty. 

e)  Additionally,  debtor  reaedies  are 
provided  Including  civil  liability  for  violation  of  dlsclos- 
nre  provisions,  debtor's  right  to  rescind  certain  transao- 
ttons,  refunds  and  penalties  as  set-off  to  obligations,  as 
well  as  criminal  penalties  for  willful  violations  and  dis- 
closure violations. 

Even  this  exhaustive  statute  Is  augwented 
by  separate  statutes  in  the  var lous  UCCC  states  governing 
such  topics  as  dlscrlntnation  in  credit  granting  and  state 
truth- In- lending  disclosure  requice>ents. 

2.  Pereqwlatlow  In  Illinois  and  Consumer 
Protections 

While  the  aalority  of  states  have  not 
enacted  the  DCCC,  eiallar  c^prehensive  statutes  exist  In 
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all  states.  Illinois,  which  deregulated  Interest  rates  In 
1901,  left  all  of  Its  consiwer  protections  untouched.  The 
pEOrlalona  in  the  OonsuMer  Finance  Act,  Insurance  Prmlm 
Financing  Act,  Retail  InstallMnt  Sales  Act,  Motor  Vehicle 
Retail  Installaent  Sales  Act,  Hotor  Vehicle  Retail  Install- 
•ent  Sales  Act  and  Illinois  National  Association  of  Inaur* 
ance  Coamissionera  (NAIC)  Act  resiain  in  place.  Aaong  these 
protections  which  are  found  in  the  relevant  statutes  are: 


assignnents 
attorney's  fees 
balance  due,  recovery 
cancellation 
charges  (additional, 

default,  deferral, 

delinquency) 
classifications 
collection 

:  tranaBCttons 
:  prohibitions 
contract  requlrenents 
credit  cards 
credit  dlscrlaitnation 

credit  insurance 

cross-collateral 

default 

default  charges 

deferral  charges 

deficiency  recovery 

definitions 

delinquency  charges 

disclosure  (advertising, 
general,  loans.  Ball 
transactions,  open-end 
credit,  sales,  telephone 

election  of  rsBedies 
equal  credit  opportunity 
finance  charges 
garnlshnent  of  consuaer 
ho«e  repairs 
hosie  solicitation  sales 
insurance  conditions 
insurance  financing 


insurance  ratea 

leases,  general 

liabilities,  civil 

liability  insurance 

licensing 

loan  requlreaenta 

siail  transactions 

Motor  vehicle  sales 

notices 

open-end  credit 

optional  provisions 

penalties  (civil, 

crinlnal) 
prenluB  financing 
prepaynent 
property  insurance 
real  estate  transsctiona 

redemption 
referral  sales 
refinancing 
regulated  loans 
release,  teralnation 
reposBesslon 
revolving  credit 
sale  requlrenents 
aatlafaction 
security  Interests 
setoff 
settlesient 
supervised  loans 
telephone  transactions 
teral nation 
violations,  recovery 
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3.  D»r>aulatloii  «nd  Co— on  Law 
Although  aany  basic  conauMer  piotaetlona 

are  found  In  atatutaa  regulating  financial  Bctvicas  coapan- 
lasi  baalc  coM»on  law  prlnclplaa  of  law  and  aqulty  tflaaln 
untouchad  by  rata  deregulation.  Such  princlplea  Incloda  the 
traditional  contract  defenses  Including  capacity  to  con- 
tract, fraud,  ■larepraaantatloni  duiesa,  coercion i  Mlatake 
and  other  Invalidating  eauaes. 

Additionally,  thoae  provlalona  of  the 
Dnlfor*  CoMMrclal  Code  (QCC)  which  govern  conBwwc  trana- 
actlona  leaain  unaffectad  by  rate  deregulation.  The  DCC  is 
law  in  19  states  with  Louisiana's  Napoleonic  Code  containing 
slBllar  provisions. 

4.  Beraqulatlon  and  Loan  Bharkino 
Although  opponents  of  deregulation  raise 

the  apecter  of  loan  sharking  as  a  result  of  deregulation, 
S.  73D  does  not  affect  the  Consuaer  Credit  Protection  Act 
of  1966,  which  currently  proscribes  that  activity  by  iaipos- 
tng  substantial  penalties  of  up  to  S10,000  In  fines  and/or 
twenty  years  In  prison  for  those  in  violation.  If  a  partic- 
ular state's  loan  sharking  statute  is  affected  in  any  way, 
an  easy  solution  Is  the  iaplMWntation  of  an  extortionate 
credit  statute  which  would  prevent  the  collection  of  debt  by 
the  use  of  force  or  coercion. 

Pntther,  a  state  could  slaply  pass  a  law 
requiring  that  any  extender  of  consusier  credit  be  licensed 
regardless  of  the  rate  charged,  thereby  bringing  that  lender 
within  the  penuabca  of  all  conauBer  protection  statutes. 
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D.       Sf  f    L«ql»l«tiy    IClUt    t»   Ottwi    SuM^ct    To 
SuBMt  Ltwlf  tlOM 

Rat«  r»qulatlon  lags  bahlnd  th*  flnsnclal  aarkttt- 
plae*.  In  11  ataua,  teapotary  rat*  r«lt«f  la  ptortdad  by 
atatutaa  aublact  to  ■  aunaet  provision,  thataby  dafarring 
painful  laglalatlva  raavaluatlon  of  Intarast  rat«a  to  a 
latar  data.  Thla  on  agaln-off  again  laqtalatlon  Kakaa  long- 
tacM  strataglc  planning  difficult  tor  financial  sarvlcaa 
conpanlas.  In  th«  following  atataa  credit  lawa  ara  aublect 
to  auch  aunsatai 
AlabaMat 


California! 


Connecticut! 


Install»ent  salea    (gooda)   -  $11  per  SlOO 
par  yeaTi   until  OcCobar   1,   1984. 
Revolving  aalea  -  1,€%  per  ao.   on  first 
$3,000,      until      October      1,      1984 

(eff.   1/1/83). 

Revolving  sales  -  !.€%  on  first  $3,000 

until  1/1/84. 

Consuaer  Finance  Lenders  Law  -  until 
January  1,  1984,  51  fee  (mx.  $50)  on 
loans  to  $2,500  and  variable  rate  based 
FRB  dlacount  rate  to  $10,000. 
CallFornla  Industrials  -  variable  rates 
and  fee  until  January  1,  1985. 


21%  per  year  InstallMent  sales,  until 

October  1,  1983. 

Ravolvinq  Bale  and  loan  rates  -  l-l/2t 

per  BO.,  until  October  1,  1983. 

Motor  vehicle  Bales  rates  ~  18  -  19-1/4 

21-1/2%  per  year,  until  October  1,  1983, 

18%  per  year  Insurance  preniua  fii 

until  March  1,  1983. 


Industrial  loan  and  sales  finance 
inatallaent  rates,  until  July  1,  19S5. 
Open-end  credit  and  credit  card  rates, 
until  July  1,  1985. 
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Loulalanai 
Main* I 
Harylandt 


Haw  Mexicoi 


,  30,  33t,  until 


a)  KotoT  vehicle  salea  rates  -  21.5%  - 
23.5*  -  27%  per  year,  until  Auquat  1, 
1982. 

b)  Sull  Loan  Law  -  33%,  24%  1  SI, 000  to 
$2,00Dt  24%  over  $2,000  (until  July  1, 
19B5) . 

c)  Second  Nortgaqe  Act  -  24%  plus  2%  fee 
(MS.  S250),  until  July  1,  1985. 

d)  Sales  Finance  -  241  per  year  trom 
July  1,  1982  to  July  1,  1985. 

a)  Second  Mortgage  Loan  Acti  18%  per  year 
to  12/31/83. 

b)  Bank  InstBllaent  loan  rate  (16.5%)  for 
iMtoc  vehicle  aalefl  and  »otor  vehicle 
sales  rates  -  16.5%  -  19%  -  22%  per  year, 
until  Decevbei  31,  1983. 

c|  Roae  InproveMent  Sales i  alternate  rate 
per«ltte<T  until  Decenber  31,  1983. 

a)  Plrst  hoMe  Mortgage  rate  preemption, 
until  August  1,  1984. 

b)  New  Botor  vehicle  and  laobtle  liofl«  rates, 
until  July  31,  1983. 

a)  Consumer  finance  dollar  adlustnents, 
until  June  30,  1984. 

b)  71  per  year  add-on  for  installnent  loans, 
until  June  3D,  1984. 

c)  12%  per  year  add-on  for  bank  InetallMent 
loans,  until  June  30,  1984. 

d)  Revolving  sale  and  loan  rates  -  1-3/41 
per  no.,  until  June  30,  1984. 

e)  Alternate  5%  over  PRB  discount  rate  for 
•otor  vehicle  and  Mobile  hoae  sales  and 
usury  law,  until  June  30,  1984. 

a)  Regulated  lenders  (not  consuieer  finance 
licensees]  -  rate  preenptlon,  until 
July  1,  1983. 

b)  Sales  Finance  rate  preeaptlon,  until 
July  1,  1983. 

Consuiwr  finance  Actt   24%  to  $1,000,  23% 
over,  until  Septeaber  30,  1985. 

Rate  preemption,  until  July  1,  1983. 
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North  Carolinai 


Rat*  pT««*ptlon  and  small  lean  calling 
Incraaa*  and  aacond  mottgmq*   authority,  until 
June  30,  1983. 

SbbII  loan  rataa  - 
1-1/4*  per  Bonth  t 
1983. 


$11.75  add-on  Eor  tnstallMcnt  aalas  and  21« 
per  yaar  for  ravolvinc)  salea  fro«  July  1, 
19B2  to  July  1,  1983. 


Octobar  31,  1987. 
E.  RcBtrlcttva  Cellinqa  and  Capitali«atlon 
financial  services  eoaipanias,  like  other  financial 
inititutlonH,  acquire  the  funds  of  others  to  relend.  Unlike 
other  financial  Institutions,  only  a  winor  percentage  of 
these  llBbllltleH  are  deposltsi  virtually  all  funds  ate 
purchased  on  the  «arket  fron  the  public  or  fro>  other  finan- 
cial Institutions.  Finance  conpany  liabilities  In  1980,  as 
set  forth  in  the  following  Federal  Reaecve  Board  table  »ay 
be  classified  as  followst 


40.5%  short  tern  debt  (dua  In  less  than  on*  year) 
34. 5t  long  ter«  debt  (due  In  one  year  or  More) 
10.5%  Mixed  Itabllitlea,  e.g. ,  deposits,  thrl 

certificates,  and  dealer  reserves 
14.5%  stockholder  equity 


100.0%  Total  Liabilities  and  Capital 
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I1w  liao  P«d«rsl  KtavcTa  Boaid  study  of  flnuie* 
oOBpany  llsbllltlVB  *Dd  capital  outatandiiiQ  r«Cl«ct«di 


With  40-50*  ot  thalr  liabilities  In  aoney  niarket 
(ahoct  tttra)  borrowings  or  aqutvalant.  It  Is  apparent  that 
f Inane*  company  cost  of  funds  aust  rvflact  current  aoney 
•aiket  conditions.  If  this  cost  cannot  be  lacovered  In  turn 
frca  the  finance  coMpany  borrowers  -  because  of  restrictive 
state  rate  ceilings  -  then  return  on  invested  capital  be- 
c«Mi  unsatisfactory  (leaa  than  would  be  provided  In  a 
■arket  regulated  environawnt)  oii  at  the  eNtreme,  nonexis- 
tent. Credit  la  denied,  and  so**  creditors  go  cut  of  busi- 
ness or  divert  capital  to  aore  productive  endeavors. 

The  estlsated  cost  of  borrowing  for  finance  coa- 
panies  reflects  the  pressure  aoney  costs  exert  on  saaller 
Independent  finance  coapanlea.   Many  of  those  coapanles  are 
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dependant  upon  ledlacenntlng  eoMpanles  at  rates  of  4t  or 
More  over  the  pTl*e  rate.  The  following  chart  indicates  the 
eitre»ea  of  Boney  coeta  to  finance  eoapanteai 


( 

In  percent) 

1980 

1981 

Co^>aniea  with 
ConsuMer  Credit 
Outstanding  ofi 

Over  (500  Rllllon 

10.93 

HS>U 

Hln^ 
9.S4 

14.00 

15.25 

10.44 

S150-500  million 

10.50 

8.90 

13.71 

16.41 

11.60 

SS0-15D  ■Illion 

12.21 

10.50 

15.04 

18.40 

12.33 

Onder   $50  Million 

13.45 

G.50 

14.00 

21.33 

S.56 

TOTAL 

12.40 

S.50 

14.09 

21.33 

6.56 

(Sourcei      APSA  aurvey  of  aeiiber   eo^Mnlea.) 

F.      uaury 

Cellinqa 

""^  the 

Finance 

induatry  H^rfcet 

The  vlolatlllty  of  Boney  costs  iMpacta  ell  seg- 
■ents  of  tha  financial  services  industry  Markets.  Although 
state  statutes  perMlt  rates  of  charge  up  to  36*  annually  on 
the  very  asallest  loans.  Federal  Reserve  Board  data  reveal 
that  finance  coapanles  charged  an  overall  rate  of  23,1%  on 
loans  Made  In  1982. 

The  three  Maior  segaents  of  our  Industcyt  aMall 
loans,  second  Bortgsge  and  sales  finance  are  often  haMperod 
by  restrictive  ceilings.  Nhen  the  Mecket  rate  for  funds 
eieeeda  a  restrictive  usury  celling,  a  lender  Must  Make  a 
strategic  decision  which  often  results  In  the  Marginal 
borrower  being  denied  credit. 
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III.  cowcLnsiOB 

AFSA  aupporta  the  darvgulatlon  ot  all  Inteieat 
rata  callings  and  urgas  fcdaial  piaaaptlon  ot  rastrlctlva 
atat*  uaury  rataa.  Na  thank  this  Camlttaa  for  the  oppor- 
tunity to  uka  oar  vlaws  known  on  this  vital  issna. 


20-053   O   -   S3   - 
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The  Chairman.  Thank  you  very  much.  Were  all  of  you  or  some 
of  you  at  the  hearings  this  morning? 

I'd  like  each  of  you  to  respond  to  a  question,  because  as  I  think 
you  saw,  I  was  frustrated  by  the  last  panel.  This  has  been  going  on 
for  years  when  both  Mr.  Schechter  and  Miss  Broadman  have  been 
before  the  committee.  They  are  very  sincere,  hard-working  people 
and  there  is  no  doubt  in  my  mind  that  they  believe  exactly  what 
they  say. 

Nevertheless,  that  gives  me  problems  because  when  I  strip  out 
the  politics  of  some  of  these  consumer  issues,  I  usually  come  to  the 
conclusion  that  most  of  my  colleagues  would  not  be  taking  the  posi- 
tions they  are,  except  that  they  don't  want  to  be  branded  anticon- 
sumer,  antienvironment  or  whatever. 

However,  the  question  I  want  to  ask  is:  Are  any  of  you  going  to 
start  charging  50  or  80  percent  if  you  take  off  the  iisury  ceilings? 
Am  I  the  one  that's  wrong,  or  is  it  true  that  businesses  have  to  con- 
tinue to  do  business  and  be  competitive  or  they're  not  going  to 
have  the  business  anymore? 

I  remember  years  ago  in  Salt  Lake  City  we  had  a  leasing  compa- 
ny that  was  just  scooping  everybody.  It  turned  out  the  reason  was 
that  they  were  dishonest  and  cheating.  They  lasted  for  a  couple  of 
years  and  it  didn't  take  any  law  to  put  them  out  of  business. 
People  started  to  find  out  that  their  advertising  was  false,  and  so 
on.  It  didn't  take  very  long  till  they  just  didn't  have  any  ciistomers 
anymore.  Apparently,  the  basic  difference  of  opinion  here  is  that 
consumer  groups  don't  trust  the  marketplace  at  all  and  they  be- 
lieve there  is  no  market  discipline. 

I  can't  imagine  running  a  bank,  savings  and  loan,  finance  compa- 
ny, or  anything  else  for  very  long  and  charging  unconscionable  in- 
terest rates. 

Now,  we  have  had  unconscionable  interest  rates  by  everybody 
the  last  couple  of  years,  but  not  through  design.  But  that's  getting 
back  into  that  issue  of  who's  at  fault  for  the  general  economic  con- 
dition. 

Isn't  there  a  market  discipline  out  there?  Am  I  wrong? 

Mr.  Barr.  Absolutely,  you're  correct,  Mr.  Chairman.  I  have  data 
here  that  I'll  submit  to  the  committee  from  the  credit  union  move- 
ment for  the  year  ending  1982.  The  reason  I'm  not  going  to  give  it 
to  you  now  is  I  think  it  could  be  put  in  a  more  understandable 
format. 

[Information  follows:] 
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Cractt  Unton  National  AMOcWIoii,  tic 


Th«  BonoTibl*  3tk»  G*n 

Chalnu 

rii^ll  I  in  oa  Bankliif,  Houalns 

and  Olban  Af f alri 
gI>-S3A 

Onltad  States  Saoata 
Haahlnatoo,  D.C.   20510 

Daar  Chalraap  Cam: 

I  ■■  aow  abla  to  lupply  you  with  Inforaatlon  you  raqnaatad  fna  ■• 
durlBf  Cha  April  12,  19S3  hutlB(  on  S.  730,  Tlu  Cradlt  DaragulattOB  cW 
AvallabllllT  Act  of  1983. 
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TABLE  1 

CUDIT  imiOM  LOUi  TIIU>S 
IMO  -  1981 

198D U.ISI 

1981 1Z.6SI 

198Z(p)   13.531 

(p)  Tbla  I*  a  prallalurT  ••tlaat*  ba 
on  3S8  Coatoa  Kaaaarch  cradit  ual 


aittwat  Sat*  '81 
Eaca  U/31/81 
Bighaat  Rata  '81 
Rata  12/3W8Z 


Blshaat  Kate   '81 
Rata  12/3 1/Sl 
Hlghaat  Rata  '82 
Rata  1Z/31/B2 


CREDI 
(X 

tniOl  LOW  RATES 
1981   -   1982 

inro  LOABS 

ISI 

1.36 

21.68 

S.B3 

40.90 

11.73 

13.19 

2.30 

1.39 

22.01 

9.50 

41.36 

12.34 

11.85 

1.56 

0.94 

13.7* 

8.95 

40.86 

16.84 

16.03 

2.64 

1.4S 

17.01 

17.34 

41.29 

12.72 

9.41 

0.79 

0.86 

20.27 

5.30 

36.33 

8.38 

21.11 

5.36 

0.67 

20.34 

5. 51 

38.37 

9.14 

21.20 

4.53 

0.82 

13.08 

4.91 

3S.9e 

9.94 

27.46 

7.91 

0.69 

13.86 

6.63 

36.71 

11.59 

25.19 

5.34 
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nPLUUTin  op  TULBS 

Ulcb  tba  "daragulaClon"  of  cradlt  union  thara  account*  -  botb  In  Caxaa  of  rata 
and  tTpa  -  couplad  with  Tailing  Intarait  rata  calling*  and  a  TalatlTal;  high 
laval  of  aarkat  lotarait  tic**,  w*  oould  hava  axpactad  etadlt  union  loan  rataa  to 

tl«*. 

Thli.  In  fact,  la  ufaat  oeeutrad.  Tha  data  In  labia  1  Indlcata  that  tha  ylald  od 
tba  cradlt  union  loan  portfolio  loaa  froa  11. LSI  In  1980  to  an  aatbvtad  13.S0I 
In  196!.  Tbaia  flgutaa.  of  couTia.  Taptaaant  aggtagata  data  for  tha  antlra  jaat 
In  quaatlon  and  do  not  daal  with  tha  quaatlon  of  ratal  chatgad  b;  IndlTldaal 
etadlt  unlona. 

Data  on  loan  tatai  chargad  bj  Individual  etadlt  uoloni  at*  not  avallAla  for  tba 
aatly  yaata  undat  cooildaritlon.  HowaiaT.  on  tha  19B1  and  1982  COM  »-— —  > 
Sutvay.  raapondanti  wara  aakad  to  Indlcata  botb  tha  higbaat  rata  chargad  during 
tha  yaar  and  tba  rata  chargad  at  yaat  and  for  auto  loana  and  paraooal  loan*. 

Baaad  upon  tha  path  of  aarkat  Intaraat  ratal  during  1981  and  1982  and  tba 
cantlnuad  tranaltlon  of  tba  credit  union  ahara  portfolio  to  aota  IntaraaC- 
•aoaltlva  aoutcaa  of  funda.  wa  aatisata  that  tha  coat  of  fonda  cllabad  thron^wot 
1981  and  on  to  ald-1982  (approxlaatelj  Saptaalwr)  befora  dacllnlng  at  7aar  nd. 
In  thla  anvlronBant,  wa  would  axpact  that  loan  rataa  would  hava  rtaan  In  1982 
ftoa  tbalT  paah  larala  of  1981  and  than  dacllnad  by  tba  and  of  1982. 

Tba  data  found  In  1982  aupport  thla  contantlon.  FroB  tbaaa  flguraa.  wa  aaa  that 
Z7.2Zt  of  taapondanta  wara  charging  a  rata  In  axcaaa  of  ISI  for  auto  loana  at 
tbalr  high  point  In  1981.  At  io«a  point  In  1982,  3S.S1I  of  taapondanta  wara 
charging  a  rata  In  axcaaa  ol  ISI  with  tha  nu^ar  dacllnlng  to  22.94X  hj   yaar  and. 
Fot  paraonal  loana,  wa  find  a  aiailat  pattam.  At  tha  high  point  In  1981,  M.SSI 
of  raipondanti  wera  charging  a  rate  In  caceia  of  ISI,  alth  tha  nudar  rlalng  to 
45.31Z  at  tha  high  point  in  1982  and  then  declining  to  t2.12Z  by  yaar  and. 

Tha  data  Indicate  a  wide  dlvargance  In  the  loan  rataa  chargad  by  IndlvUnal 
credit  unlona.  the  primary  teaion  for  tha  dlffatanca  laaoltlng  froa  tha  dlftarliv 
coapoiltlon  of  the  ihare  portfolio  and  thui  the  coat  of  fundi.  Havavnr,  aa  wa 
look  at  the  data  ve  find  that  even  at  the  peak  level  of  aarkat  Intaraat  rataa  In 
1981  and  1982: 

charged  an  auto  rate  In 
charged  perional  loan 


1)  coat  of  fundi. 

2)  eoapatltlon, 

3)  tha  naad  fot  a  tlik  ptealua  to 
Intcrcet  rate  volatility,  and 

i)   the  dcilta  to  provide  aaibeta  vlth  relatively  low-rata  loana. 

Bowavar,  aa  the  data  Indlcata,  It  waa  ptlaarlly  aarket  fotcea  that  canaad  loan 
ratal  to  rlie  and  fall  and  that  having  Intaraat  rate  celling*  at  21t  did  not  laa 
to  etadlt  unlona  aovlng  to  preclpltoualy  ralae  ratea  to  take  advantage  of 


1/  Keapondeati  to  the  Annual  Sutvay  tend  to  overrcpreaant  larg*  aaaat  alia 
cradlt  unlona.  Since  the  data  Indicate,  aa  expeetad,  that  thaaa  cradlt  antona 
tend  to  charge  hlghat  loan  ratea  (ai  a  reeult  of  their  aota  coi^atltlva  aavlnga 
plograaa)  tba  tciulta  here  ovateitlaata  Che  percent  of  total  credit  unlona  Chat 
«ould  be  charging  ratea  In  aacaii  of  ISI  ot  181.  For  example,  7.91t  of 
teapondenti  had  a  high  rata  In  cieeis  of  181  for  peraonal  loana  In  1982.  If  1M 
would  weight  tha  aasple  to  tba  dlatrlbutlon  of  cradlt  unlona,  w*  would  aatlaate 
that  apptoxlaataly  4.01  of  all  etadlt  union*  ante  charging  thla  rat*. 


DigiLizedbyGoOglc 


225 

The  Chairman.  Plain  language?  [Laughter.] 

Mr.  Barr.  Yes,  sir,  but  Mr.  Evans  mentioned  the  subsidized  car 
rate  loans  as  an  example,  and  banks  and  credit  unions  and  other 
financiers  have  had  to  move  to  meet  that  competition. 

CREDIT  UNION  RATES  ARE  TRADrnONALLV  LOWER 

Credit  unions  have  historically  charged  under  whatever  their 
maximum  permissible  rate  might  be.  We  had  a  Federal  usury  stat- 
ute, as  1  pointed  out  earlier,  since  1934,  and  our  State-chea1»red 
members  have  to  comply  with  whatever  State  usury  laws  are 
there.  And  eigain,  credit  unions  are  traditionally  under  whatever 
the  maximum  is. 

The  Chairman.  You  didn't  ever  go  up  to  the  12  percent  maxi- 
mum. It  did  not  become  a  floor.  It  was  a  ceiling  until  you  were 
forced  by  competition  because  of  the  general  market  conditions. 

Mr.  Barr.  What  happened  in  the  Tatter  part  of  the  1970's  when 
interest  rates  just  really  skyrocketed  and  credit  unions  went  out 
the  12-percent  limit — beisically,  they  went  out  of  the  lending  busi- 
ness. 

Loan  demand  weis  great,  but  it's  difficult  to  loan  money  at  12 
percent  when  your  cost  of  funds  are  14  and  15  percent. 

When  the  usury  ceiling  was  raised  to  21,  then  credit  unions  did 
^  to  14,  15  and,  in  some  instances,  16  percent.  But  almost  in  no 
uistance  did  they  ever  go  to  the  21  percent. 

Historically,  credit  unions  were  at  the  8-,  9-,  10-percent  level,  and 
at  the  end  of  the  year  provided  their  members  with  an  interest 
rebate.  This  weis  common  practice,  as  it  is  common  practice  in  the 
cooperative  movement,  if  you  have  profits  at  the  end  of  the  year, 
you  return  it  to  your  members  in  the  form  of  patroneige  refund. 

What  happens  is  they  immediately  move  to  the  worst-case  sce- 
nario. The  marketplace  is  not  perfect;  it  never  has  been,  it  never 
will  be.  I  commend  you  and  your  colleagues  in  doing  what  you  can 
do  to  make  it  a  more  perfect  place,  but  we'll  never  make  it  abso- 
lutely perfect. 

It  does  respond  to  competition. 

Mr.  Butler.  I  might  comment  on  two  points,  one  in  support  of 
the  first  issue.  Our  local  newspaper  in  Philadelphia  penodically 
publishes  for  consumer  information  a  chart  showing  what  every- 
body's charging  or  paying  on  deposits  and  loans.  A  couple  of  weeks 
ago  they  picked  a  48-month  new  car  loan.  Now,  the  usury  ceiling  in 
Pennsylvania  on  that  transaction  is  18.  There  were  17  banks  listed 
and  the  rate  ranged  from  12V&  to  15V^. 

If  usury  ceilii^s  were  eliminated  tomorrow,  nobody  would  go  to 
what  we  can  now  charge,  let  alone  to  some  unconscionable  rate. 
The  other  point  that  disturbs  me  some  is  that  if  we  chai^ 
unconscionable  rates,  we  put  the  consumer  in  the  position  where 
they  can't  repay  the  loan — perhaps  we  put  them  into  bankruptcy 
or  at  least  into  default,  and  we  don't  make  any  money  if  we  do 
that. 

That  simply  isn't  good  business,  to  force  the  consumer  into  a  sit- 
uation where  they  can't  repay  the  transaction. 

We  only  make  money  If  we  lend  it  to  them  and  get  it  back  pretty 
much  as  agreed. 
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So,  there  are  a  variety  of  constraints  in  the  market  place,  both 
competition  and  your  own  good  busineas  sense,  that  woiud  prohStit 
unconscionability. 

The  Chairman.  Any  other  conunents.  Mr.  Dixon? 

CONSUMER  PROTECTION 

Mr.  Dixon.  Just  a  couple,  Mr.  Chaimian.  This  morning  some  of 
the  consumer  representatives  kind  of  kept  saying  that  if  usniy 
litnits  were  lifted  at  the  Federal  level,  that  it  would  somehow  have 
tiie  effect  of  reducing  consumer  protections  that  are  provided  by 
the  individual  States. 

Our  reading  of  the  bill  says  that  that  is  not  the  case  at  all.  Wis- 
consin is  very  unique  in  some  of  the  consumer  protections  that  we 
have,  and  our  consumers  would  continue  to  have  them  even  with 
preemption. 

Ijust  wanted  to  make  that  point. 

llie  Chairman.  I  appreciate  that  because  it's  certainly  not  the 
intent  of  the  Federal  override  of  usury  ceilings  to  get  involved  in 
Uie  States  consumer  protection  laws. 

It's  certainly  not  my  intention  and  I  do  not  read  the  bill  that 
way  at  all.  The  testimony  sounded  to  me  like  we  were  wiping  out 
case  law  10  miles  long  regarding  consumer  protection. 

Well,  it  doean't  repral  Truth-in-Lending,  truth  in  leaaiiig,  con- 
tract oinsumer  protection,  or  anything  else  on  a  Federal  or  State 
level. 

Mr.  Dixon.  The  other  point  I  wanted  to  make  is  that  the  consum- 
er credit  business  is  rapidly  becoming  nationwide,  ftvm  the  stanil- 
point  of  competition  in  our  market,  the  main  creidit  buatness.  For 
example  in  Wisconsin,  we  compete  not  only  with  other  card  pro- 
grams in  the  State,  but  also  with  Citicorp  and  Chicago;  we  have 
Minneapolis  banks,  and  banks  ftx)m  Nebraska,  in  short,  our  compe- 
tition is  nationwide.  We  would  in  my  view  not  be  in  a  position  to 
arbitrarily  increase  rates  from  whatever  it  is,  18  percent  or  what- 
ever, to  some  arbitrary  figure. 

The  amount  of  competition  for  that  business  with  deregulation  is 
simply  not  going  to  permit  that  to  happen.  There's  going  to  be  too 
much  competition  for  the  consumer  credit  business. 

MAXIMIZE  CREDIT  PROFTT8 

The  Chairman.  It's  been  my  experience  too  that  businesBee  will 
try  and  maximize  their  proHte.  If  they  don't,  they  shouldn't  be  in 
business  and  their  stockholders  aren't  going  to  approve  of  tbem  for 
very  long. 

But  when  you  use  that  term  and  say  you're  going  to  tn«iTiTni«» 
profits,  that  certainly  has  to  have  limits.  You're  {^viously  going  to 
reach  a  point  of  diminishing  returns  where  those  profits  wiU  diiap- 
pear  very  rapidly  if  your  competitors  are  offering  lower  rates. 

Even  m  the  high  interest  rate  environment  we've  experienced 
over  the  last  2  or  3  years,  every  financial  institution  that  I've  had 
anything  to  do  with  was  trying  to  cha^e  the  lowest  rate  they  poe- 
sU»y  could.  Even  though  it  was  a  very  lugh  rate— the  prime  was  at 
21Vk  percent  and  I  don't  want  to  be  misunderstood,  1  don't  think 
that's  a  good  rate — but  my  point  is  that  within  the  framework  of 
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the  overall  economy,  in  order  to  keep  a  cash  flow  going,  th^  were 
attempting  to  chai^  the  lowest  rate  possible  and  still  keep  their 
heads  above  water.  Particularly  in  the  thrift  industry.  I  know  in 
my  own  State  there  were  some  savings  and  loans  that  simply  made 
no  mortgage  loans  at  all  for  a  period  of  2^  years. 

They  didn't  make  any  mortage  loans.  It  wasn't  a  matter  that 
th^  could  have  gone  out  emd  made  loans  at  17  V&  percent,  18  per- 
cent They  did  not  choose  to  do  that  at  all. 

Mr.  McSau^  Mr.  Chairman,  we  have  a  saying  in  our  shop  that 
we  can't  make  a  profit  by  sayii^  no.  That  means  that  we  want  to 
make  the  loans  if  at  all  possible.  But,  as  you've  alluded,  if  we  price 
our  customers  out  of  the  market  where  he  can't  make  those  month- 
ly payments,  doesn't  want  to  make  them  and  doesn't  want  to  un- 
dertake that  purchase,  then  we  in  effect  have  said  no. 

As  I  mentioned  earlier,  in  November  we  got  an  amendment  to 
the  Constitution  that  permits  up  to  17  percent  on  consumer  loans. 
But  the  rate  on  consumer  loans  that  is  prevalent  in  the  area  is  13 
percent;  so  we  didn't  automatically  go  up  to  the  maximum. 

The  marketplace,  as  one  of  the  other  panelists  said,  is  not  per- 
fect, but  it  obviously  is  working  thus  far  for  us  in  Arkansas. 

The  Chaibhan.  Mr.  Barr,  it  s  my  understanding  that  the  Credit 
Union  National  Association  is  on  the  board  of  the  Consumer  Feder- 
ation of  America? 

Mr.  Babb.  That's  correct,  yes.  sir. 

The  Chaisuam.  Yet  you  have  diametrically  opposite  positions  <m 
thJB  issue? 

Mr.  Babb.  On  this  particular  issue  we  have  agreed  consistently 
to  disfkgree,  yes,  sir.  Historically  they've  been  on  one  side  and  we've 
been  on  the  other. 

The  Chaihman.  Don't  th^  view  you  somewhat  differently?  At 
least  credit  unions  Eire  supposed  to  be  owned  and  controlled  by  the 
depositors  and  are  not  supposed  to  be  big  profit  organizations,  such 
as  savings  and  loans  and  ranks. 

Does  your  feeling  move  them  at  all,  since  you  are  depositor- 
owned  institutions  and  are  supposed  to  be  co^p  type  of  organiza- 
tions, viewed  as  nonproflbnaking,  consumer-oriented  groups. 

That's  why  I  eun  so  puzzled  that  we  don't  seem  to  be  able  to  get 
through  that  there  are  some  problems  created  by  arbitrary  laws, 
rules,  and  r^ulations. 

Mr.  Babb.  The  Consumer  Federation  of  America,  as  you  know,  is 
a  broad-based  consumer  organization  consisting  of  a  large  number 
of  various  consumer  groups. 

I  guees  they  could  be  properly  termed  an  umbrella-type  organiza- 
tion of  the  constuner  movement.  As  consumer-owned  cooperatives. 
credit  unions  have  always  supported  that  organization  and  worked 
within  the  organization  to  determine  policy. 

We  have  one  person  in  our  oi^anization  who  sits  on  the  board  of 
directors.  Unfortimately,  as  I  stated  a  moment  a^,  we've  not  been 
able  to  convince  them  that  this  particular  position  they  have  is 
probably  an  erroneous  one. 

It's  a  ver^  emotional  thing  with  them,  as  you  probably  know,  and 
they  just  mstorical^  believe  that  usury  ceilings  and  interest  rate 
controls  are  a  good  thing.  And  we've  not  been  able  to  convince 
them  otherwise. 
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RENT  CONTROL  LAWS 

The  Chairbun.  There  are  lots  of  differences  of  opinion  you  can 
have  with  people.  You  go  back  and  restudy  and  rethink  and  say, 
"Well,  I  disagree,  but  I  understand  your  position." 

You  look  at  rent  control.  It's  the  same  sort  of  thing.  Rent  control 
should  be  designed  to  help  the  poor,  those  who  can't  afford  housing 
as  nice  as  you  and  me.  Yet,  in  virtually  every  city  in  the  country 
where  you  have  rent  control,  what  you  find  is  less  rental  stock 
available.  People  quit  building  and  the  existing  ones  become  un- 
profitable because  they  can't  maintain  and  keep  them  up.  So,  you 
convert  them  to  condominiums  and  then,  the  next  step  is  to  have  a 
condominium  conversion  prohibition  law. 

I  don't  know,  it's  just  puzzling. 

I  guess  I  shouldn't  belabor  the  point,  because  I'm  preaching  to 
the  choir  in  this  case.  But  the  sequence  of  events  in  arbitrary  con- 
sumer protection  laws,  it  seems  to  me,  is  that  th^  are  just  hurting 
the  very  consumers  they  are  intended  to  help. 

Rent  control  laws  have  made  less  housing  available  to  low- 
income  people.  I  don't  think  there's  any  doubt  about  that.  Usury 
ceilings  in  a  high-interest-rate  economy  make  less  mon^  available 
to  lower-income  people. 

So,  I  ask  the  question— you're  a  consumer-oriented  group  and  yet 
you  don't  have  any  more  impact  on  them  than  I  do.  [Laughter.] 

Mr.  Barr.  We  believe,  with  them,  that  the  key  to  a  good  consum- 
er is  a  well-informed  consumer.  And  we  work  with  them  a  great 
deal  in  this  area. 

My  own  personal  opinion  is  that  the  well-informed  consumer 
generally  hfis  a  choice.  I  think  the  example  weis  given  this  morning 
of  the  department  stores  operating  in  Virginia  that  have  recent^ 
moved  from  18  percent  on  their  credit  cards  to  21  point  something 
percent. 

Well,  as  a  Virginia  consumer,  I  am  certainly  aware  of  that.  I  will 
continue  to  purchase  at  those  stores,  but  I  will  not  allow  my  pui^ 
chase  to  go  over  the  period  of  time  where  they  charge  a  service 
chai^. 

If  it's  necessary  for  me  to  finance  that,  I'll  get  a  loan  at  a  credit 
union  or  something  like  that  or  finance  it  under  the  21-peroent  or 
whatever  it  is  they  re  going  to  charge  in  Virginia. 

I  would  hope  that  all  well-informed  consumers  would  do  likewise. 
At  least  they  have  a  choice. 

The  Chairhan.  I  would  agree  with  you  that  well-informed  con- 
sumers are  important.  I  don't  think  we  have  come  very  far  in  in- 
forming them  very  well,  despite  the  intent  of  the  Truth-in-Lend- 
ing — tnitii  in  leasing — because  those  laws  are  so  incomprehensible 
and  so  detailed.  That's  another  disagreement  that  we  constantly 
have — of  how  do  we  best  serve  that  consumer.  And  I'm  totally  in 
favor  of  them  being  able  to  make  an  informed  judgment. 

But  the  Truth-in-Lending  forms  we  still  have,  after  some  simpli- 
fication, are  not  very  effective  disclosure.  There's  so  much  detail,  so 
much  complicated  information  in  them,  that  I  don't  think  we  serve 
Uie  consumer  or  inform  him  very  well. 


jdbyGoOglc 


lie  initial  Intent  of  Tnith-in-Lending,  in  my  reading  of  the  de- 
bates at  the  time,  was  to  give  them  enough  information  so  that 
they  could  comparison  shop. 

I  d  hate  to  go  around  with  those  Truth-in-Lendiog  forms  to  sever- 
al institutions  and,  even  from  my  perspective,  as  chairman  of  the 
Banking  Committee,  determine  which  one  of  them  is  giving  me  the 
best  terms  for  my  loan. 

Mr.  Bare.  Truth-in-Lending  was  a  great  thing,  and  we  8uj>ported 
it.  It  was  a  great  idea.  Unfortunately,  the  lawyers  got  hold  of  it  and 
confused  the  matter  a  bit. 

The  Chairman.  Would  you  suggest  we  have  a  law  preempting 
lawyers?  [Laughter.] 

Mr.  Evans.  Mr.  Chairman,  one  very  practical  issue  has  been  re- 
ferred to  in  my  statement  here,  which  I  think  does  warrant  further 
attention  by  the  committee  down  the  road. 

We  have  not  proposed  anything  to  deal  with  it.  But  de  facto  de- 
r^ulation  of  rates  has  really  already  been  accomplished  for  the  na- 
tional banks  because  they  can  simply  perch  in  Delaware  or  Soutli 
Dakota  and  export  that  rate  via  credit  card  anywhere  they  want 
to.  This  was  made  possible,  of  course,  under  the  Marquette  Nation- 
al Bank  decision,  on  which  the  Supreme  Court  upheld  the  right  to 
export  that  rate  if  they  were  located  in  any  State  in  the  country 
back  in  1978. 

But  by  the  same  token,  a  retailer,  in  another  case  that  went  to 
the  Supreme  Court,  was  prohibited  from  doing  the  very  same 
thing.  They  could  be  financing  the  very  same  merchandise,  yet  the 
State  where  the  borrower  resided  was  what  controlled  in  that  case. 

So.  we  now  have  one  system  of  financing  by  the  national  bank 
credit  card  route,  where  it's  quite  permissible  to  use  whatever  rate, 
you  know,  is  allowed  by  the  home  Stete,  and  another  system  appli- 
cable only  to  the  finance  compemies,  retailers,  and  what  have  you 
that  are  not  national  banks,  which  says  the  rate  allowed  by  the 
State  where  the  borrower  or  the  debtor  resides  must  control. 

I  think,  in  a  period  of  persistent  continuing  deregulation,  this  is 
sometiiing  which  must  be  addressed,  regardless  of  whether  or  not 
the  Congress  acts  further  to  der^ulate  interest  rates  across  the 
board. 

Essentially,  this  has  happened  for  a  very  large  and  important 
part  of  our  competitive  marketplace,  hut  not  for  the  otiiers. 

NONBANK  BANKS 

It  is  forcing  my  members,  for  instance,  to  go  buy  banks  and  call 
them  nonbank  banks.  You've  heeird  of  that,  I  think. 

One  of  our  members — associates  in  Dallas — had  a  bank  card  op- 
eration but  could  not,  under  existing  rules,  have  it  in  their  own 
company.  They  had  to  have  a  bank  front  for  them,  if  you  will.  It 
was  perfectly  Intimate,  but  all  the  paper  had  to  be  assigned. 

So,  in  their  search  for  ownership  and  the  bank  to  do  this,  they 
had  to  go  acquire  commerciftl  banks  to  give  out  the  commercial 
loans  and  become  a  nonbank  bank.  It  worked  very  well,  very  quiet- 
ly. Everybody  else  got  the  news  of  it,  and  we  soon  had  this  spate  of 
filings. 
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But  I  think  that's  something  which,  regardless,  cannot  be  permit- 
ted to  be  done.  It's  working  distortions  in  the  regulatory  meirket- 
place,  if  you  will.  People  are  seeking  to  become  licensed  banks 
simply  because  they  need  it  that  way  to  compete  with  Citibank,  for 
instance.  You've  got  to  admire  it,  because  they  have  set  up  a 
Sjrstem  of  nationwide  financing. 

As  reported  this  week,  you  can  be  in  a  Washington  bank  and  go 
to  a  San  Francisco  teller  in  a  parking  lot  and  get  money  3,000 
miles  away. 

I  think  all  of  our  competing  financial  institutions  should  at  lefist 
be  on  that  basis. 

It's  quite  a  problem. 

The  Chairman.  I  understand  the  problem,  believe  me.  I  have  the 
world's  largest  network  of  informers,  unpaid,  all  volunteers. 
There's  nothing  that  happens  that  somebody  feels  is  unfavorable  to 
them  that  I  am  not  made  aware  of.  [Laughter.] 

I  knew  about  South  Dakota  before  South  Deikota  knew  about 
South  Dakota,  and  the  same  with  Delaware. 

Mr.  E!vANS.  I  just  want  to  be  the  last  in  line  of  complainers. 

The  Chairman.  The  CIA  would  love  to  have  a  network  like  I 
have,  and  the  FBI.  It's  incredible.  And  they  all  do  their  work  for 
nothing,  no  charges  at  eiII. 

Well,  one  of  the  reasons  I  asked  the  question — if  you  were  all 
here  this  morning,  I  won't  take  your  time  to  belabor  and  rehash 
what  you  heard  then,  but  I  would  eisk  you  if  any  of  you  have  any 
more  comments  you  would  like  to  make  in  closing?  ^o  response.] 

Thank  you  very  much.  We  appreciate  your  coming  and  sharing 
your  time  with  us. 

The  committee  is  a<ljoumed. 

[Whereupon,  at  3:15  p.m.,  the  hearing  was  adjourned.] 

[Additional  material  supplied  for  the  record  follows:] 
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Potential  aolution*  to  tha  ■•■•t-1  lability  Klaaateb  preblwu 
of   thrift   Inatltution*  btv*  ba«n  th«  (Dbjact  of  coiuidarabl*  itudy 
and  dabat*!  ai  wall  a*  th«  topic  of  Praildantial  and  Congraaaional 
raporta.     Thai*  atudita  ganaially  hava  cencludad  that  «t  laast  a 
partial  lolutlon  llai   in  affording  thrift!  broadar  aatat  powtra 
daalgnad  to  allow  tha  induatry  to  aatch  Bor*  cla««ly  aiaat  and 
liability  ■aturitiaa  andi   lwp«fully>   tba  eeat  ef  fundi  with  tha 
yitld  on  tha  loan  and  invaauaant  portfolio.     Si*  »ova  toward  broad- 
anad  aaaet  powaiCt  howauci,  h**  baan  eonatrainad  by  tba  eonviction 
that,    to  anaura  an  'adaquata  and  atabla*   flow  ef   fgnda  to  flnanca 
th*  nation'*  houatng  atoek,   tha  thrift  induatry  Bheuld  eontinua  to 
ba  a  dominant  pamantnt  holdar  of  Bortgaqaa. 

nit  lagialatlva  and  ragulatory  raaponaa  to  thaaa  problana 
(irat  eoncantratad  on  an  atttapt  to  control  tba  coat  of  funda  to 
thrift  Inatitutiona    (Kagulation  0-typa  intarait  rata  callings), 
and  than  to  dcvalop  aaeondary  urkati  Cor  cactain  typ«*  Of  Bortgagaa, 
to  ineraaaa  tha  availability  of  a  widar  varlaty  ef  dapoait  lnttri)»«nt( 
to  tbrlfta  and.   Mora  raeantly,   to  authorlia  tht   laiuanca  of  aortgagaa 
with  aena  of   tha  attrlbutaa  of  thort-tar«  atatta.      dt  tha  atatt 
laval,    thara  ha*  baan  a   trand  tewarda  a  aort  llbaral  tat  of  asset 


'  Praparad  priaarlly  by  ataff  at  the  Padaral  Dapoait  Insuranea 
CorporatiOHr  tba  Depatuant  ttl  tha  Traasuryi  aad  tha  Ofttca  Of 
tha  Conptroilar  ct  tba  Currency. 
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■equialtlen  povart  prtaarlly  for  Mitiul  aavlnga  tenlu  tMBa),  bat 
alM  tor  staca  ebarttiad  •Ming*  and  leu  MM«UtioM  iBiitmi. 

'A*  kost  raeant  aetlcn  In  tb*  dirtetlen  of  Itbaraliting  thrift 
pewar*  «t  th*  (sdaral  laval  waa  tha  paaaaga  ol  tha  Dapoaltocr  tnsttttt- 
tlena  Bacagulatlen  and  Honatary  Cantrol  Act  of  ItSO  (F;L.  M-131). 
Ctha  ket*).      Aa   ralatad  to  llbaralltad  aaaat  powara,   tba  Act 
partalna  only  to  (adarally  ehactarad  HSSa  and  •(!«.      ■p«clfieallr> 
ftdaral  thrift!  ar«  autborUad  to  grant  eenauMr  loana.  acqnlra 
coMiarcial  papar  and  corporata  dabt  aaeuritias  gp  to  an  aggraqata 
llailt  of  30  pareant  of  aaaatar  pcovlda  evardraft  prtvllagaa  for 
NCU  aeeoonta  and  laaua  ecadlt  cardi  ai  a  aaana  of  providing  eenaiaaar 
craditi   additionally,    fadarally  ehartarad  HSIi  are  authoritad  to 
placa  up  to  i  pareant  of  aaaata  in  buainaaa  leans   (and  te  proTida 
transact lona  account  aarvieaa  te  thaaa  loan  cuatonar*).  preTidad 
that  tha  loana  ara  to  bualnaiiaa  within  stata  or  within  TS  ailaa 
of   tha  bank'a  eain  ottlea. 

Theaa  proviaiena  rapraaant  a  tlgnitleant  ineraaaa  in  aaaat 
aequiaition  powars  avallabla  to  fadarally  ehartarad  ttLa,  and  te 
tha  stata  ehartarad  asieciatiena  which  aehlava  aquivalant  authority 
by  Man*  ef  llbaralitatien  of  atata  rastrietions  or  through  charter 
eenaarslon.      In  tba  past,   aavlnga  anrt  lean  asaeeiatiens  ganaral^y 
ba«a  baan  rigidly  constrained  te  Mortgage,  heaa   iBprovaMnt  and,   tn 
B01M  easas,  student  and  censtnictlon  loans.   1/ 


1/  There  are  eieaptiena  te  this  stataMnt.     ror  aiaapla,   tha  atata 

~    of  Wioda  laland  paraita  thrifts  (Ineloding  til^)  to  etm  a  ao^ 
■aicial  hunk  which,   in  praetiea  Makaa  Its  parent  institstlen 
alaest   tndiatinguiahabla  frea  a  full  service  bank. 
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Mutual  •■vtnga  banka.  mi  th*  ether  hand.  tradltioMlly  bav* 
•njoyad  broadar  inv«ata>ant  and  lean  pemn  than  bava  ttt*.     A 
■ajerlty  of  tha  17  atataa  that  charter  HSM  allow  that*  InatltntloMa 
eonaldarabla  latltuda  with  taapacc  to  dlract  ccnaiMcr  landing 
powtr*!  and  all  of  thaaa  atataa  allow  participation  In  thlt  and 
othar  sarXata  by  aaani  ot  tha  authority  to  acquir*  various  foraa 
of  eorporata  dabt  atcuritla*.     Uditlonally,  aany  «t  tba  WS  atataa 
b«v«  pannittad  autual  aavtnga  banks  to  naka  diract  loani  to  ceaaarclal 

Although  HSBa  ara  atructurally  dlKarant  fron  aavlnga  and  loan 
aa«ociatlen«t  tha  batt  avidanc*  available  regarding  the  rcaponaa  ot 
the  thrift   Induatry  to  the  aipandcd  aaiet  powera  oftared  by 
P.L.   96-221   lie*   In  an  analyala  of  the  current  behavior  of  Mtual 
aavlnga  banka.     fharefore,    thl*  chaptar  Cirat  will  briefly  eonaider 
tha  Inpllcatlona  of  the  Act  for  aaaet-typ*  dlvaraltlcatlon  on  the 
part  of   thrift  Institutlona,   prlnarily  based  upon  the  action*  of 
the  KSB  Induatry.     Eecondlyr  the  chapter  will  preaent  an  analyals  of 
tha  probable   Inpact  of   itatutory  Italta  on  conauaar  finance  racea 
which  would  tend  to  reduce  thrifts'  entrance   into  tha  eensuaier 
eredit  field. 

A>     Expanded  Aaaet  Powers' 

As  Indicated  above>  the  Mutual  savings  bank  industry  is  probably 
the  bast  available  laboratory   In  which  to  aasess  tha  bosc  likely 

t  the  federal  Deposit  Insurance 


jdbyGoOglC 


rMpo«m«  of  thrift  iMtltatioM  ta  broa4«Md  optlmM  f«r  ••■•* 

■equlsltlon  •ItvmattvaB.  Tttm  pr*m«nt  dlseuaalao  will  tooaa  oa  tb» 
tH0  broad  asiat  arvaa  that  ha««  rae«l*«d  Um  aoat  attantloa  and  tkM 
would  Bova  tha  aaait  powara  at  thrltta  »era  io  Una  with  thaoa  mk> 
lantly  avallabl*  to  eaawarelal  banka  ^  l.a. .  dlraot  eens«B«r  and 
buitnaaa  landing  powara.  tndtraet  landing  powara  —  a.«..  tha  por- 
ehaaa  of  corporata  aaeurltiaa  —  alao  ara  brlatlf  oenaldarad. 

Cenaaoar  Cradlt 

Virtually  all  of  th*  17  atacai  in  which  HSBa  epaiata  paratt 
thasa  institution*  to  angaga   in  aoaa  fOra  of  dlraet  eoniuMr  crodlt 
antanaioni  other  than  rail  aitata  ralatad  loana.    1/     This  antboritr 
ailata  bacauac  of  a  apaeide  atatutory  previalon,  a  'piudant  aan' 
or  laaway  liivHuaant  previalon,  or  by  virtu*  of  ownarabip  of  a 
eoKDMrelal  bank  subaldiary.     Itia  ipaciCic  powara  to  angaga  In 
diract  eonaunar  landing  available  uong  the  atata*  vary  widely  with 
respect  both  to  loan  type  and  peTKlsalbla  valuM> 

In  general,  the  currant  portfolio  atructure  of  HS»a  does  not 
indieata  that  tha  industry  has  shifted  into  direct  consuaer  loans 
to  any  algnlfleant  axtanti  aa  of  year-end  1171,  the  industry  (PBIC 
insured)  held  appre>l»at*ly  4  percent  of  the  total  loan  portfolio 
in  direct  conauMr  loana.  Evan  In  tha  Maw  England  atatas,  which 
traditionally  haaa  granted  Mis,  reaaonably  bread  oonauMr  landing 


1/  Fannsylvania  and  Delaware  reatrlet  KiB  eoniuoai  landing  to 
education  loans,   whereas  Hew  fork  alas  allows  overdraft  loans. 
Ontll  taeant  aMntaanta  to  tha  state  atatute,  Alaska  raatrlctatf 
the  landing  powers  of  Mis  to  loans  tot  real  aetata  calated 

purposes. 
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•nd  traaaaetlen*  aeeount  authority!  th*  banks  (fDIC  inanrad)  kald 
only  (lightly  In  axcaaa  of  t  pateant  of  total  loans  In  diract 
censunti  loam.  1/   mil*  thar*  art  probably  nuBaroua  raaaona 
for  thli  aaaslng  lack  of  Intaraat  In  such  loana,  ptrbapa  th«  «o*t 
iaportant  includt  th*  coata  aaaoelatad  with  gaining  axpartlaa  in 
•valuating  and  ad&lniataring  thaaa  loana,  and>  on  tba  danand  aid*, 
th*  Inability  of  aany  HSBa  to  offar  'full  aarvlca  banking*  sarvieaa 
to  th«  conaunar  ttetor.   Additionally,  ftdaral  ineona  tax  lava  ~ 
whlch  provida  a  aubatantial  ineantlvt  to  aBlntatn  at  laait  tha 
nininum  parcantag*  of  aaaata  In  'qualifying*  aaaata  ~  and  otbct 
stata  raatTlctlona  nay  tiavt  contributad  aignificantly  to  tha  ebaarvad 
bahavior. 

Will*  pactieipation  in  tht  eonauaar  landing  narkat  nay  involva 
ao»a  atart-up  coata  andi  thuai  aay  not  diractly  eontributa  inoa- 
dlataly  to  profits,  auch  landing  would  atill  bantfit  thrift*  by 
it^roving  thalr  ability  to  eompata  with  othar  typaa  of  financial 
Inatitutlona.   Conaumar  landing  a*  a  aarvica  ~  conbintd  with  HCM 
account  powara  —  would  anhanca  the  appaal  of  thrifta  aa  houtahold 
financial  'aarvlca  cantara*  and  thia  could  provida  Ineraaaad 
■tability  to  dapoaita.   Riua,  tha  availability  of  broadar  conamar 
landing  pouara  may  raault  In  an  tncraaaa  in  tba  thara  of  tha  dapeait 
Markat  hald  by  tha  thrift  Induatry  aa  a  raault  of  Ita  ability  to 
offar  *ana-atop*  banking  aarvieaa  for  tha  houachold  aaetor.   Prior 
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MO 


to  thi  wiaetacnt  of  V.L.  M-ail,  »anf  tbcl£t*  ep*r>t*d  M  •  M 
tiva  dtaadvantaga  gl«-^-Ti»  eoMMrclal  banka  In  Ckia  ragaxd. 


Approxlnstcly  onl 
hava  paralttad  MSB  a  t< 
thaai 

induatcy  baala  (PDIC  : 
of  ana  parcant 

It  li  obvioua  tht 
tha  bjaini 

powarii  aavlnga 


minimal  panatral 
ac  count  a  for  thi 
tha  ability  of 
naeaaaary  to  n 
account  for  tba 
Tha  axtana: 
vith  aapandad  11 
davvlep  maanlngl 
a  atgnit leant 


■half  of  tba  mutual  tavinqa  bank  atataa 
angaga  In  aoma  form  of  bualnaaa  laadiiig> 
atatat  haa  parmittad  thaaa  banka  to  otfar 
»  piotltiaaaking  antacpriaaa.  ^  On  an 
naurad)t  HSBi  davotad  apprealmatalr  ena-half 
il  loana  to  eoiiaaTeiBl  and  induatiial  loana. 
mutual  aavlnga  banka  bava  not  panatratad 
.  to  any  maaningful  aitanti  avcn  in  tboaa 
dad  HSBa  tha  Moat  libaial  of  buainama  landing 
apparantly  have  not  mada  any  aignlClcant 
nia  tama  typa  of  raaaona  glvan  tor  a 
HSBa  in  tha  coniuaai  cradlt  markata  probably 
ant  lack  of  Intaraat  in  bualnaaa  loana.  Hhila 

banka  to  effac  eoaplanantary  aarvicaa 
a  maaningful  bualnaaa  ralationahlp  May 
fcaitlng  lack  of  damand  for  thoaa  aarvtcas. 
ion  ot  significant  butinasa  landing  powara  (couplad 
.ability  powara  and  othar  powara  naeaaaary  to 
ul  Hholaaala  arrangamanta)  would  probably  raquira 
■nitmant  ot  paraonnal  and  anpandltura  of  financial 


appai 


1/  Halna  raeantly  aMndad  tha  atata  atatuta  to  otfar  BCata  ehartarad 

HSBa   tha  aaH  buainaai  tranaactiona  account  powara  availabla   to 
tadaral  HSBa   undar  P.L.    •C-I31. 
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naourecB  to  aequir*  tb«  nacauary  aHpartta*  In  thia  araai  mon- 

ovatt  thara  would  ba  aoaa  difficulty  aneoontarad  In  acquiring  a 
profitable  utkat  abara  traai  tha  already  fltaly  antraBCbad  ea»- 
narelal  bank  induatiy.  For  thaaa  raaaona,  it  la  doubtful  that, 
■van  It  givan  tha  apprepriata  powara,  thara  would  ba  a  rapid 
■hift  of  the  inatltutiona  Into  tha  bualnaaa  lean  narkat.  It  it 
oecurrad,  thia  ahift  could  Moat  llkaly  taka  placa  erar  a  eonaidarabla 
period  of  tiu. 

Hoinvar,  thla  la  not  to  aigua  that  tha  thrift  tnduatry  abould 
be  prcwentad  (roB  partielpatlof  In  bualnaaa  Joan  aarkata.  niera 
are  sagmanta  of  thla  market  In  which  tha  Inatltutlona  aay  ba  able 
to  coapcte  le.g. .  anall  bualnaaa  loani).  Additionally,  loan 
partlcipatlona  with  eamaareial  banka  My  provide  a  »a ana  for  Many 
thrift  Inatltutlona  to  gain  iBaadiata  axpertlaa  in  bualnaaa  credit 
■valuation  and  comDaielal  loan  aerviclng. 

nic  current  avidanea  gained  fro*  the  HSB  induatry  would 
Indicate  that  the  thrlfta  In  general  will  not  nova  rapidly  to  take 
advantage  of  tha  aaaet  powera  offered  under  t.L,   9(-'221.   Howevari 
thla  evidence  ahould  not  ba  viewed  as  concluaivat  there  ate  raaaona 
to  ballava  that  tha  praaant  MSB  portfolio  atrBCtur*  a«y  not  ba 
rapreaentative  of  future  action*  on  the  part  of  thrift  Inatltu- 
tlona.  niaia  Klttgatlng  tactora  are  at  foljewi 

— •  The  atructura  of  financial  Inatltutlona  haa  bean  aubjected 
to  autflclant  ahoeka  within  recent  yaara  (aspeelally  during 
tha  recent  perloda  of  hlattfrleally  high  interaat  ratea)  to 
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wircant  a  slgnltteant  ehanga  In  iMtttattonal  behavior 

—  ma  tKparlanca  of  autual  aavlngs  bankt  haa  b«*n  llalMd 
to  a  inall  niniAar  of  political  Jarladictlona  and  haavily 
concantratad  In  tha  Horttiaaatarn  Dnltad  itatai-  To  tha 
■Ktant  that  tha  llbarallttd  powtri  baeoB*  avallaBla  to  all 
thrifta  ragatdltaa  of  ehartarlng  authority,  dtffarant  aarkat 
and  political  anvitonatnta  Bay  laad  to  Incraaaad  innovation 
on  tha  part  of  tha  Induatiy. 

—  Expandad  nonaaiat  powari  ~  Including  tranaacttona  account 
and  credit  card  authority  --  May  anabla  thrift  Inatitutlena 
to  conpata  nor*  aftactlvaly  with  tht  cowwtelal  banking 
Induatty  for  eenaisaar  and  parhapa  cactaln  tors*  of  buainass 
dtpoilt  and  loan  account*. 

Havatthala**!  tha  avallabl*  avldanct  doa*  Indleata  that  thrifta 
will  net  iMnadlataly  ahltt  Into  nen-iaal  astata  loanat  any  ahitt. 
that  Mi^ht  occur  would  prMably  ba  eonplatad  only  attar  a  eonatdac- 
abl*  parlod  of  tiaa.   Fron  a  hlatortcal  point  of  vim,  utiMl  oav- 
Ing*  bank*  apparantly  hav*  vlew«d  aortgaga*  and  dabt  aaeurittoa 
(both  Tcaaaury  and  corporattt  a*  tha  algnlflcant  InvaatMant  option*, 
daaling  only  nargtnally  In  tha  dlraet  conamar  and  bualnaa*  Joan 
■arkat*.  Beuavar.  a*  polntad  out  abeva.  thrift  institutions  way 
ba  daaling  in  a  naw  anvlronaant  whara  past  bahavlor  1*  a  peer 
pradietot  of  (utura  actions. 
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In  •aditlen,  tha  asMt  liberal  in  tira  tMCoraa  at  W.L*  fC-a31 
partaln  only  te  (adcrally  chartatad  thrlltai  to  tta*  axtaat  Urn 
atataa  de  net  llbcralti*  aaaat  powara  in  Una  wltb  tha  tadaral 
acandarda,    aoaia  atata  diartarad  inatiCutiona  vould  b«  epacatlng 
at  a  eoapatltlv*  diaadvantaga.     mo»%ttt,  praaanraa  placad  mi  tha 
atata  lagialaturaa  er  raqulatory  aganclaa  by  the  thraat  of  (laaalva 
ehartar  convaraiona  aiay  raaiilt   In  parity  with  raapaet  to  aaaat 
•cqutaltion  powcrt  and  other  raatrictioru.     Ihia  tandcney  haa 
aJraady  bacn  nanifaatad  In  Halna  and  Alaska  with  tha  ralavatlen  of 
raatrictlva  atata  atatutaa  and  in  aftorta  in  otbar  atataa  to  lib- 
•ralita  atata  lawa   in  lina  ulth  tha  guidallnaa  aat  by  fadaral 
atatotaa. 

Indiract   Invaatmant  Opportunttiaa 

Tha  diaeuaaion  abov*    indicata*  that  thrifta  >ay  ba  abl*  to 
•ngaq*   in  nonnortgaga  conauaar  and  buainaaa  landing  only  with  a 
considarabla   lag  --  aa  tha   inatitutlona  ovarcona  algnifieant  atact- 
gp  coata  and  gain  tha  nacaaaary  axpartiaa  to  nnqpata  affieiantly 
In  thaaa  nau  arcaa.      BoHavaT.    thrifta  naad  no  naw  lurkating  ahifta 
to  bagin  purchaatng  corporata  dabt.    Including  coancrctal  papai. 
In  affacti  rathar  than  gain  aapartlaa   In  originating  and  aarvieing 
naw  cypas  of  loan*    la.q. .  eonaunar  loana)i    thtlfta  can  land  to  tha 
•paelaliata   In  thaaa  araaa   la.q. .   can  purchaaa  tha  eoaunarcial 
papar  of  coniuaiar  tlnanea  con^aniaa  and  tharaby  participate   in 
tba  Gonaiuaar  loan  markat). 

CowHrclal  papar  potentially  Is  of  algniflcant  iaportanca  as 
■  thrift  aaaat  bacauaa   it  ylalds  a  fairly  high  ratuin  and   is  of  vary 
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short  duration,  narolor*.  It  is  MOfgl  as  a  searea  at   liquUity 
whleh  yloia*  a  blghar  rotarn  than  ethar  liquid  asaots.  M  oearsa. 
sasllar  thrift  Institutions  could  net  sasllr  divacslfr  away  dafaalt 
risk  of  cnuMrelal  pspar,  bocauas  aueb  papar  ganarallr  io  aold  ta 
larg*  da noal nations.  Honavari  saallar  institntlona  could  alnlmtsa 
datault  risk  by  only  purchasing  th*  papsr  of  tha  largast.  strongaat 
U.S.  businsssas. 
B.   EllplnitlnB  >f  tutory  Liwlts  on  Censuaar  Cradit  flnanea  Bat^a* 

Thrifts  nay  hava  littla  ineantiva  to  diversity  into  oonstMsr 
landln;  as  Ion;  as  stata  rastrletlons  en  flnanea  ratas  aaka  sucb 
landing  onprotltibla.  Ilia  problans  ganarally  eaussd  by  usury 
llaitt  art  not  n«w  but  hava  bttn  mora  avldant  racantly  sa  Miikot 
Intaraat  ratai  roaa  abova  thsss  eallings.  A*  tha  eest  of  funds 
risss  but  usury  callings  raitrlet  tha  paraisilbla  flnanea  rata 
that  nay  bt  charged,  landing  Initltutloni  channel  funds  Into  ethar 
typas  of  loins  or  other  gaographlc  narkats. 

Kaiiovil  of  theie  ceilings  would  tsprova  the  ability  et  consiwar 
loan  apaelallsta  la.a- .  finsncs  eompanias)  to  originate  such  loana> 
thus  inprovtng  tha  pretttiblltty  and  reducing  the  risk  of  thrifts' 
landinga  to  such  institutions.   And  any  iiiprovaaiant  in  tha  functioning 
of  tha  eoniuMr  lending  Mrkat  could  enhance  tha  ahtlity  of  thrifta 
to  participate  directly  In  this  area,  nits  could  laprove  thrifts' 
ability  to  coBpete  with  other  financial  Intermadlarlaa  tor  conauMar 
dapeslta  as  well  as  taprove  thrifts'  sarnlngs  through  thair  parttclpa* 
tion  in  the  censuosr  credit  area. 
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In  an  «tt««9t  to  BccsModtt*  r«e«nt  ttDanclAl  naltttas 
Conqraa*  aliaady  hat  aovad  to  praaapt  ao**  atata  lawa  and  allow 
caruln  landing  rata*  to  b«  dataralnad  CMpattClvaly.     radaral 
atatuta  nov  ptraanantly  reaova*  all  atata-l^eaad  Intaraat  rata 
eailtnga  on  flrat  llan  aortqaqa  loanai  aubjact  to  atata  ravaraal 
of  tha  praanptlon  within  thraa  yaara.   and  aatabllahaa  a  thraa-^aar 
ovarrtd*  ol  atata  uaury  llalta  on  bualnaaa  and  afrlcultural  loana 
ot  US, ODD  or  Bora  (again,  aubjact  to  a  atata  ovarcldal.     Koraovat, 
all  fadarally  inaorad  dapoaltory  inatltutiona  nay  charga  an  tntaraat 
rata  aqual   to  1  parcant  abova  thaPadaral  Kaaarva  dlaeount  rata  on 
all  othar  loana   (including  eonauMT  loana)  whara  atata  law  lapoaaa 
a  lower  li»lt>     Howavar,  thla  lattai  provlaion,   in  thoaa  atataa 
whara  thara  la  no  highat  pamtaalbl*  rata,  aay  atill  aat  intaiaat 
ratas  on  conauaar  landing  wall  balow  aarkat  laval*. 

Background 

Although  uauiy  caiiinga  aay  axait  a  rastraint  on  petantially 
aonopollatle  practleaa  In  aoaa  aarkata,  avldanea  eollactad  evar 
aavaral  yaara  appaara  to  Indicata  that,   en  balanct,   tha  allwinatlen 
ef  raatrletlva  uaury  lialta  would  ba  in  tha  public  intaraat,  bana- 
fitting  berrewara  «a  wall  aa  landara,  ^    Mo««««ri  In  anving  toward 
tha  allKlnatloQ  ot  landing  rata  llalta.   It  la  iaportant  that  unwary 
borrewara  ba  pretactad  trea  unacrupuloua  landara.     ma   la  a  aajer 
raaaon  tbat  uaury  lawa  bava  paratatad  ~  to  protact  tha  eonauaar  wban 
dlacloaura  raqulraaanta  aca  not  a  autfletant  aataguard.     In  thoaa 


1/  For  turtbar  diseuaalon,  aaa  larold  C.  Nathan,  ■tconoaie  Knalyala 
ot  Oaury  tawa'.  Journal  ot  lank'Haaaarchi  Vlntar  1*B0,  f^,  300>}1( 
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part*  of  th*  aauntfy  wh«r«  er«dlt  HtrlMts  an  •«  yet  r— cwably 
ee«p*tltlT«,  a  naad  to  aatatuBTd  tM  Intaraata  at  thea*  nsra  «m1- 
nacabla  aay  ailat. 

tfhaca  Barkat  ratal  axeaad  nagry  calllngai  lowr-lnco—  and 
bighar-rlak  berrowara  ««n«rally  hava  baan  unabla  to  obtain  loana 
tr^  thrift  Inatltutiona.  eeaMarelal  banka,  or  etbar  lanAarat  ana 
er«4it  baa  flowad  to  a«rk*ta  (both  product  and  gaogrsphle)  not 
■ubjaet  to  uaurr  eaillnga.  Maatrletlva  Intaraat  rata  llaltatlona 
ctoaa  oft  eonwantlenal  eradit  aeurcaa  to  ntny  borrowara.  Nhan 
landara  ara  unabla  to  eharga  rataa  aufticlant  to  ylald  a  «aikat 
rata  of  raturnt  thay  ganarally  land  only  to  thalr  aoat  praCacrad 
borrowara.   Furthar,  bacagaa  tha  coat  of  uklng  small  loana  nay 
axcaad  pantiaalbla  flnanea  ehargas.  cradit  «ay  ba  abut  oft  to  amall 
boriowari.  nhathar  good  or  bad  ctadlt  ilaka>  >orrot««ra  hava 
tha  option  of  foiagolng  cradit.  availing  thaiMtlvaa  of  cradit 
aoureaa  xhata  loana  ara  avallabla  abova  uaury  rata  llMlta  ta.q.. 
Dut-of-atata  landara  or  avan  loan  aharka),  aaaklng  othar  onrafliilatad 
aoureaa  of  cradit  auch  aa  family  or  frlanda.  or  purehaalng  geoda 
IKM  ratallara  Hhe  can  adjuat  prtcaa  to  otfaat  coata  of  providing 
cradit  aarvleaa.  Thua.  tha  axlataneo  of  a  calling  may  efCor  only 
limitad  protactlon  fre«  uauileua  practleaa.  In  atataa  whara  tha 
law  raatcleta  both  Intaraat  rataa  and  loan  aita,  tha  nuabor  of 
loana  may  ba  hlghar,  but  low-incoM,  blgh-rtak  euatoa«ra  atlll  (Ind 
It  difficult,  it  not  iMpoaalbla,  to  obtain  eradlt.  laataad,  «von 
low-rlak  euatoMta  oftan  ara  feread  to  -deubla-up-  by  aeiulrlng 
eoatly  mgltlpla  loam  to  gat  tha  amount  of  eradlt  tkay  daalra. 
Thaaa  eonelualona  hava  baan  docuMntad  In  aavoral  atudlaa  of  eonaMar 
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tinano  eo^anl— ,  sewwrelal  budca,  and  ■MMl  saviMfa  teafca* 
Studl**  af  iMw  MtttaoUl*.  aortfaQ*)  and  personal  loan  aatkata 
(■*eh  alailar  eonelulon*.     fb«  findings  conalatantly  iadieat* 
that  BOM  lOHar-lncMM  eenaoaiers  ara  dtnlad  aeeaaa  to  eonvabtlnnal 
crtdit  Khan  «arkat  rata*  avcoad  atatutery  coillnga. 

Tha  praaane*  ot  oaaty  calllnga  ginorally  aay  b«va  a  dapcasstva 
•ffact  on  tha  acononiaa  of  atataa  with  binding  e«lllnga>     Baeauaa 
credit   la  an  •■■•nttal    Ingradlant  to  counrca.   raatrtctiena  that 
limit  It*  availability  alao  tand  to  daapan  aeoHMiic  giOHth.      For 
axaapla,   on*  study  shows  that  tha  aeonoay  of  T«nnasaa«>  a  atata 
which  until  19''B  was  butdaned  with  «  eonatltutlenal  Intaraat  e«p 
of  10  patcanti  grew  fastar  than  tha  national  aeongay  sieapt  wban 
■atkat  Intaraat  rataa  ross  abova  tha  atatt  aaury  caillnga.      kt 
that  polntf    tha  aconosy  of   that  atata  slewad  substantial ly>     Dia 
•ana  atudy  calculatad  that  batwaan  1974-1(t   tha  annual  loss   in 
production  avaragad  SISO  siillion.   tha  annual  loaa  of  Jobs  avacagad 
T.ODOt    the  annual  loaa  of  ratail  aalaa  avaragad  110  Million,  and 
tha  annual  loaa  of  aasata  in  financial  intanadisriaa  avaragad 
tl.IS  billion. 

A  ainilar  slowdown  eccurrad  in  Hissoutl  froai  aarly  197]  to 
aarly  1174  whan  tha  Nortgaga  rata  calling  was  a  rigid  t  parcant. 
Mw  Bortgaga  loans  at  Mlsaonri  savinga  and  loan  sasoeistlons  dacllnad 
37  pereont,   eoaiparod  to  •  i  paceant  daclina  in  naighboring  atatas. 

Kacansa  landing  ptaetleas  ara  ragulatad  by  aach  atata,  vaeia- 
tiona  in  usury  ratas  alao  distort  tha  gaographic  distribution  ot 
eradlt  and  ceauaarca.      Juckanaaa,   which  haa  a  10  pateant  conatitutlonal 
uaory  lliait>  etfara  a  striking  axanpla.      In  tha  faxarkana  ragion. 


jdbyGoOglc 


th*r*  at*  distinct  dlf(acanc*a  batwaan  tba  typas  al  tin*  loeat«« 
on  tha  TaKU  alda  of   tba  ci^  and  theaa  on  tlM  Arlwiwaa  alda  ftt  tha 
city.      Thara   la  conildarably  laaa  ratail  trada  on  tha  ArkanHS 
•id*  daaplta  tha  apptoxlB«caly  aqual  dlatrlbutlon  of  pepalatloa 
batuaan  cha  atatta.      Iha  Bajorlty  of  autoaDblla  daalata.  appllanea 
atoraat   (umitura  atoraa,   and  otbar  bualnaaaaa  that  raly  en  eOA- 
BunaT  cradlt  haa  aovad  to  tha  Tasaa  aida  of   tha  city. 

Usury  lax*  not  only  dlffar  fcon  atat*  to  atatti  bot  tbay 
diffar,   aa  wall,   fron  landar  to  landar.      Moat  atataa  dlffaiantiata 
aaionq  naxinun  rataa  paialttad  on  varlMa  claaaaa  of  loans  aads  by 
varloui  financial   inatitutiona>      National  banlca>   chlch  oparata 
undar  Itia  fadacal  uiury  atatiita   (12  O.S.C.      S5),   ara  a  notabl* 
anomaly    In  thla  raapact.      Oatanaibly,   Chay  ara  aubjaet  Co  stat* 
Itriita.      Houavar.    fadaial  caaa  law  baa  davalopad  tha  *aeat  favocad 
landar*   rula.      Undar  thia   rula  national  bank*  aay  chacga  not  only 
tha  tat*   flxad  ganatally  by  atata  lax.  but  alao  any  rata  aatablishad 
for  apactal   tcanaactiona  or  apaelal  claaaaa  of  landara.      Utboiigb 
tha  uaury  raliaC  proviaiona  of  tha  Dapoaitery  Inatitutiona  Daragu- 
lation  and  Wnatary  Control   Act  nay  ulttnataly  b*   intarpratad  to 
aitanrt  aueh  traatnant   to  all  fadarally  Insurad  landacs.  tha  aatanai** 
lagislativa   and   judicial   hlacoty  of  tba  fadaral  acatuta  auggasta  a 
continuation  of   tha  currant  liailtad  advantage  of  national  banka. 

Lagal  raatrletlons  that  inhibit  cradlt  (le«a  ara  bacoalng  lass 
atCactiva  as   tha   (raa  «arkat  suceaasfully  circuavants  thaM>      At 
tha  aaMa  tisat   thia  eireiMvantion   iMpeaas  a  cartain  coat  en  saeisty 
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■■  th*  Mrkat  finda  a  !•■•  •ftlelant  way  of  totng  alwt  It  hu  bMn 

told  net  to  do.     Dia  iapaet  en  local  ca— unttlaa.  lndt*ldn«la 
and  bualnaaaaa  e*n  ba  quit*  aavaT*.     For  aaaapla.  Citleerp  baa 
announead   ita   intantlon  W  aova   Ita  aaaaiva  er*dlt  oatd  e^tatioas 
Iron  Nav  Yeck  to  South  Dakota.     Tbla  i«v«ndlng  dcaln  on  Jeba  and 
bualnaaa  In  Haw  York  i*  dlraetly  attributabla  to  tha  dlttaraneo 
batuaan  conaaaiar  landing  lawa  eurrantly  In  forca  in  tha  two  atataa. 

Finally,   thara   la  a  aida-aCtaet  of  oaucy  eallinga  that  haa 
little  to  do  dlractly  Kith  eonau>*r  landing.     Spaelfieallyi  aueb 
cailtnga  nay  hindat  inatliutlona'  ability  t»  attract  lands  thcoiiqb 
nauly  davolopad  typaa  of  ll*blllti*s>      tlia  popular  sla^wnth  tlO.OOO 
'loophola'   cartlCleat*  of  dapoait  la  an  aiaapl*  of  an  InatruaanC 
whoaa  availability  »ay  ba  aavaraly  raduead  a*  a  raault  of  uaury 
calllnga.      ^plcallyi   a  financial   Inatltutlon  accapta  an  aaount 
!•■•  than  310,000  fron  tha  dapoaiter>  landing  tha  diffaranca  at  Ww 
pateant  or  aorc  abova  tha  tntaraat  rata  carriad  by  tha  cartifleata. 
For  axanpla,  auppoaa  tha  cartifieat*  rata  ia  13  pareant  and  tba 
loan  rata  13  pareant.      h  dapealtor  could  eosbina  a  fS>000  deposit 
with  a  15,000  loan  at  13  pareant  and  thereby  earn  a  net  return  of 
11  percent  on  the  SS.OOO  deposit.      But  whara  the  atata  uaury  calling 
atanda  at  13  pareant  (currently  th*  aituatlon  In  et  least  nine 
state*)  th*  Institution  would  b*  forced  to  lower  th*  tlDtOOO 
certificate  rate  to  11  percent  or  less,   thus  rvducinq  HHC  attraetiv*- 
nes*  to  any  dapoaitor  with  or  without  the  full  110,000  to  invest. 
Mith  overall  proflteblllty  dlainiahed  by  law,  an  inatltutlon 
■ight  have  no  choice  but  to  abandon  use  of  th*  'loophole*  certificate 
to  the  ultiaata  detrtaant  of  the  afeall  saver. 
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ttnttit  tor  Thrift  ln»tttutlon> 

la  th*  «urr«nt  •nTirotwaat,  th*  •>tst«Bca  of  aauxy  ealllnt* 
frtutr*t«a  tha  axpanalon  at  thrift  Inatltatlen  aaaat  povara  Intandad 
andar  tba  Dapoaltoty  Inatltntlens  Dacaqglatton  and  HonaUcy  Control 
Act.  In  atataa  trtiara  eailinga  on  eensuMar  loan  ebargaa  ar«  nnraal- 
latieally  lov,  Itetla  fneantlva  vKiata  tor  portfolio  dlvaraifleation 
along  thaa*  llnaa  through  originating  or  holding  conauoar  leana. 

Tha  banatita  ot  aipandad  aa a* t/1  lability  pewara  for  thrift 
Inatitutlona  ira  diaeuaaod  alaawhara  in  tbla  ttudy.     lowavari   It 
la  important  to  not*  haro  that  In  tba  praaaoea  ot  binding  oalltngai 
thrlfta  Kay  not  ba  abla  to  ovarcoaw  tba  high  eeata  Of  Making  aaall 
loana  to  eenaiuiarai  avan  low-rlak  eenauvara. 

rinally,  raoovai  of  aaury  ealllnga  ahould  anhane*  tba  ability 
of  thrift  inatitutlona  to  partletpata  in  tba  eonauaar  landing  araa 
Indlractly  by   inproving  tha  ability  of  ill  financial  Intanaadlarlaa 
to  raaka  eonaunar  toana.      nuai   llbaralliatlon  of  conauBar  landtag 
raductiona  ahould  saka  aora  ptolitabla  and  laaa  Flaky  thrlfta* 
landing  to  conamar  loan  apaelallata  la. a.,   tlnanea  eoapaoiaa) 
through  purehaaaa  of  eonaiuaar  loana  orlglnatad  by  thaa*  Inatitutlona 
or  through  purehaaaa  of  thalr  eeauarelal  papar.     nat  lai  thrlfta 
do  not  bava  to  baeoao  apaelaliata  In  eonauaar  landing  In  erdar  to 
banatit  trea  a  praaiq>tlon  ot  uaury  ealllnga  and  in  ordar  to  dlvaralty 
out  ot  aertgagaa. 

Cradlt  Oniena 

Fodaral  eradtt  uniona   faea  a  aaparata  fadaral  atatutery  llMlt 
on  tha  Intaraat  rata  that  thay  may  eharga  oii  loana.     During  1*7), 
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thi  evlllng  <>••  11  pareant  «n  all  loam,  wtileh  prodoetd  tm  •ttteu. 

PirBC,  «•   lnt*r«at  rataa  bagsn  te  rts*i  ccadlt  nnlDiu  Cmuid  thiaaal*** 
iiniblt  te  pay  conpatltlva  rataa  en  •avinqa  aceounta.      torg*  aaooata 
of   aavlngi  ontllawa  oeeiiirad  afear  aach  Mjot  divldand  period, 
rtaultinq   In  a  aubatantially  raduead  aavlnga  giotrU)  ol  2.1  parcant 
for  Uia  yaac.      Ihli  waa  tha  alowaaC  annual  lata  of  growth  on  taeetd 
and  taducad  tha  eradlt  union  ahara  of  tha  eonauBar  aavlnga  aarkat 
fron  i.9  parcant  at  yaar-and  IITS  te  4.7  parcant  at  yaar-and  l(7t. 
Than,  a>   Intaraat  rataa  contlnuad  te  liaa  and  raaalnad  bigh,  eradit 
untena  curtailad  landing  In  favor  of   Invaattng  In  fovarnaant  aaeurltlaa 
and  ethar  aaaata  ylaldlng  a  hlgtiar  raturn.      Grovtb  in  fadaral 
cradtt  union  loana  outstanding  pluaaatad  to  3.1  parcant  In  1979 
(rem  31.3  parcant  in  197t  ~  tht  alewaat  rata  of  growth  alnea 
Horld  War  II.     Vila  alow  growth  of  loana  and  aaving*  in  1979  paraiatad 
into  19S0.      Howavar,   tha  Dapoaltory   Inatltotiena  Datagulatton  and 
Monatary  Control  Act  of   1990  ralaad  tha  panllalbla  Intaraat  rata 
calling  en  eradlt  union  loana  to  IS  parcant.      rurthari   It  parNlta 
tha  National  Ccadit  Union  Unlniatratlon  to  Ineraaaa  tha  ratai  for 
pariDda  not   to  axeaad  II  Mentha,  aftar  cenaultatlen  with  tha  appro- 
priate connittaaa  of   tha  Cengraaa,    tha  Traaaury  Dapartaant  and 
fadaral  dapository  Inatitutlon  ragulatoty  aganelaa.     ITila  authority 
abeuld  allavlat*  the  dlfflcultlaa   for  eradlt  unlena. 
Conelnalon 

Paraittlng  thrift   inatltutlona  to  offat  a  wlda  varlaty  of 
eradit  potentially  incraaaaa  th«  option*  avatlabla  te  borrowara, 
fhla   In   Itaalf  ahould  raduea  tha  naad  fee  uaury  eailinga  aa  a 
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prataetlen  (or  owMiMtrs  AgalMt  ■oiwpolftle  Icndlnf  fcastl«*M> 
At  th*  saM  tljM.  eoMUMt  lending  undartahan  by  thrttw  aaal* 
provlda  tner«ai«d  eaab  flew  and.  aftar  atart^tp  coata  ar*  vovaradf 
«or*  tlailbla  aarnlnga  Cor  thrttta,  tkm  atrangtbantng  thatr  lonf-TM 
ability  to  pcevlda  aortgaga-ttriftnatlon  aarvieaa  and  to  attract, 
dapoalta  aa  a  aeurea  of  tundt  at  wll. 

KaMoval  of  uaury  callings  vould  not  raaalt  In  aMcbttant 
intaraat  rata*  tor  eenauaar  landinq  If  ce«patltlv«  aarkata  aNlat. 
Of  eoura*!   conatuwr  landing  rataa  hava  raaalnad  high  ralatlva  te 
tha  cast  of  ethar  typaa  of  berrowing  baeauaa  tba  coat  of  eonaaaar 
landing   li  hlgfiar  than.  aay.   th*  coat  of  providing  longar-tam 
bualnaas  loam.     Thua,  tba  eurrant  laval  of  conaiaaar  tlnanea  rataa 
■nd   Ita  eonaUtancy  aereaa  landara  ara  not  avidanea  of  i  asnepeltatl* 
Mrkat.   but  rathtr  eonacltuca  tha  Markat  rat*  of  intaraat  aaaoelatad 
Hlth  auch  landing.      Mvarthtlaaa,   ahould  thara  ba  eentinuad  eenearn 
ovar  piotaction  for  eonauMra  froi  claarly  aonopellatU  praatteaa. 
than  a  aubatantial   ralalng  ef  pamlaaibla  rataa  «lght  ba' fr*t*rabl* 
to  a  CMplata  allalnatlon  of   catltnga.     Ttiat   la,    uanry  eaUinga 
ceold  ba  aat  at  lavals  that  ar*  not  binding,  for  parpeaas  ef  tba 
oparatlon  ef  eoNpatltlva  Mrkata.  but  that  woald  radaea  tba  Aeeur- 
ranea  o(   uaurleu*  landing  prsctlcaa. 
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Fnltni  Hume  Luin  Moniite  Curpnition 


tlH  HoDoTabl*  Jika  Can 

SD  ;W  Saut*  DirkHi  lalldti« 

Huht^toa,  D.C.     20S10 

Dt«r  SftutoT  Gan: 

I  ■■  vrlcint  to  apr*««  ■?  vupport  f 
■od  AvalUblllCT  Act  of  14S3.-  thU  Iql 
rata  ealllata  ladar  ataca  Ian  that  apply 

DapoalCOf7  laatltatlona  Darafiilatlaa  Act  at  1900 


,   Om  -CzmUt  Daratnlttlon 
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.  atmd  tha  aaaa  raltat 
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ad  la  aupport  of  alHllar  laflalatio 
n  Hnualiia  aid  Drbaa  Ufalra  la  IMI 
ntanat  In  thla  laflalattoo  today, 
o  purchaaa  aacarad  'aqulty'  Junior 
■latlon  to  prorlda  Ihli  aBthoclIr  E 
Hsnaa  iBualnt  bill,  H.R 
action  In  tha  oaar  fata 
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-oelfthborhood    rovltallzattonp    anJ   vnerjy    ccpnB«rvitIon  dCtluitCeB        FdIIovIqi 
^■■■■Bfl  of  IflglBlflCion  t-a  pratrlde  7r«4dLe  Hftc  purc^iaBfl  HuChorlt^  for  fac^iire 
JunlDT  Men  lata  aathOTtt}     the  corparsttoo  vlll  te  ibU  Co  prorU*  id 
iBcrnwsl  (upply  al  fuadi  to  hoaabi^aTs  nho  iilah  to  dm  on  (Iw  •qottr  of 
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■  Louu  othtT  thaa 
t>r  of  ■Ichar  cka  (MM 
DnfartimatalT,  thla 


T«o  r<*ra  ago,  Fiaddla  Hae  eenlu 

[Iclpatt  In  Aur  HIL  pfAffta.     In  [ 

Initcattoa  coatt       Uthough  ritai 
caatH  that  Ihl*  pceUas  asa't  arl 


rttf  of  aCato   Una   Co 

A  ttodar'*  ablUCT  to 
■  tmi,  tha  tiaurr  ca(lti«  Ha 
ehitga  to  parclclpata  In  tha 


wata  Tatoad  prior  to  gtimt 

ttao  oat  of  Una  wtth  curr 
OoapatlEloa  aaoot  Uodara 
saaarallT  pcaitallli«  aet« 


tha  4B0  Art  dlJ  aat  occur  Kaua  did  oat 
ickit  rataa  ptavalling  acroaa  tba  covnlrr- 
aCai  at  lavala  eoaatataat  alth  rata* 
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Uaur;  ragulaclon*  rccantl;  have  been  Cha  nibjact  of  lotanac 
dabata  lAlch  has  culaloatad  In  a  apata  of  latlslaclva  rafoiva. 
Advocates  of  uaury  laws  acgua  that  tha;  pcotact  borTowels  froa 
landeia  vho  vould  othaiwlaa  charga  azoibltaot  Intaraat  rata*  and 
engage  In  abvalve  landing  ptacclces;  critic*  of  calllnga  aigua  that 
they  force  lendera  to  raatrlct  credit  availability  and  create  other 
■arket  dlstortlona.  This  paper  exaalnea  the  econoaici  of  usury 
cellloga  Id  order  to  Identify  the  eubatance  of  the  argUBents  on 
both  aide*  of  tbia  debate.  The  paper  llnlu  each  aiguvent  to 
econoalc  theory  and  reviews  aaplrlcal  evidence  on  the  varloua 
predicted  effects  of  usury  ceilings. 

Theoretically,  a  ueury  celling  1*  a  for*  of  price  cootrol;  It 
establlahes  «  legal  ■axlaua  intsrest  rats  (or  price)  which  can  be 
charged  for  a  loan  or  an  extenalon  of  credit.  When  the  atatutory 
celling  rate  Is  belcw  the  rate  of  charge  Chat  would  be  establlahed 
In  an  unregulated  narfccti  the  celling  bare  lenders  froB  legally 
charging  any  higher  price.  Hhen  tbl«  situation  occur*,  the  usury 
celling  1*  said  to  be  binding  or  effective.  Thua,  ueury  cslllDga 
can  protect  aoae  borrowers  froa  paying  what  they  nay  view  as 
exceedingly  high  ratea  of  interest  Id  order  Co  obtain  credit. 

Bowaver,  at  the  aewe  tloe  that  binding  ueury  celling*  aey 
benefit  borrower*  by  Maintaining  lowar  Intereat  charge*,  they  ate 
alao  likely  to  restrict  the  supply  of  credit  available  to 
borrowers.  When  binding  ceilings  prevent  lenders  froa  adjusting 
interest  charges  to  cover  their  costs  of  providing  loan*,  they  will 
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Instaad  adjust  the  SBOuat  of  cicdlt  thaf  ara  wllllog  to  astand  to 
Inaura  that  coata  ara  «at  at  cb«  m»1«u*  rata  of  Intareat  lagall; 

Balneal  atudlaa  of  U.S.  credit  Market*  have  found  that: 

■Cradle  la  leaa  readily  available  vhen  usury  ceilings  becnc 
blndlag.  Studies  of  bank  loana,  BortgaBa  loans,  and  coasuacr 
credit  have   all  Eupporced  thla  theoretical  prediction. 
Binding  uaury  celllnga  present  conaiaara  with  a  trada-off 
between  lower  Interest  rataa  and  reduced  credit  availability. 

*Daury  calllnga  aocouraga  lender!  to  adopt  otbar  credit 
rationing  practlcaa  end  atracaglas  unfavorable  to  borrowers. 
Tbaac  Include  sore  stringent  ter«a  and  shorter  Maturities  oa 
■ortgage  loans,  larger  nlnlauM  siEea  for  peraonsl  loans,  and 
higher  fees  for  checking  accounts  and  aoTtgage  appralasl. 

■Certain  borrowers,  notably  low  Incoae  and  high  risk  bor- 
rovars,  are  sore  likely  to  fcrl  the  brunt  of  the  reduction  In 
credit  availability  whan  usury  callings  ara  binding. 

■Uaury  lawa  have  additional  adverse  econonlc  lapaccs  because 
of  the  fact  chat  In  the  United  States  not  all  for**  of  cradle 
are  subject  to  the  *a«a  statutory  treatment.  Tha  lack  of 
unlfotuiity  dlatorlB  the  flow  of  credit  awing  credit -sensitive 
econoBlc  activities  and  snong  states.  Differences  In -uaury 
ceilings  have  been  found  to  be  reaponalble  for  dlsprap-oiClon- 
aca  cutback*  In  Mortgage  credit  and  housing  scdvlty  In  so** 
states,  and  for  tha  loia  of  Job*  sod  tax  revenues  to  other 


The  generally  negative  econoMlc  lapact  of  usury  celling*  Ml^t 
be  an  acceptable  alternative  to  borrowara  Buffering  "exorbitant" 
Intereat  rates  without  the  protection  of  the  ceilings.  In  theory, 
however,  unregulated  Interest  rate*  will  not  be  unrassoosble  (In 
the  sense  that  they  ere  not  out  of  lln*  with  lenders'  co*ts)  whan 
credit  Merkcts  are  sufficiently  eoqietltlve.  It  1*  difficult  to 
determine  froa  ««iplrlcal  etudle*  of  consuMcr  credit  acrksts  bow 
rlgorou*  coi^etltlon  ectually  Is.  HoMcvei,  sobs  coeq^etltlv* 
praaeure  does  seaa  to  sztec.  Horsover,  thsr*  is  so*e  evldeocs  that 
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luuiy  ceilings  tbaasslvas  an  partly  to  blsne  foT  weakening  the 
coapetltlvc  cnvlTonBcnt  In  credit  aarketa. 

ConaiMwra'  Market  awateneaa  can  alao  be  a  algDlflcant  couoter- 
balance  to  lenders'  power  to  arblttarlly  set  Interest  chatgea. 
Tnth-ln- leading  leglalatloD  has  been  linked  with  a  steady  Incraaae 
In  levels  of  conauner  awarenesa  ef  Inteteat  chargea  over  the  last 
decade,  suggesting  that  auch  legislation  may  be  an  effective 
alternative  to  achieve  the  goals  of  usury  ceilings. 

The  weight  of  the  econoalc  evidence  on  usury  ceilings  gener- 
ally aupport*  the  current  leglalatlve  trend  toward  relaxation  of 
Intareat  rate  controla.  The  queetlon  reaalna  whether  deregulation 
of  usury  ceilings  should  be  left  to  Individual  atates  or  whether  It 
la  beat  accowpllshed  by  federal  preeaptlen.  Fro>  an  econoalc  point 
of  view,  federal  preeaptlon  would  allow  aarketa  to  work  aore 
efficiently  by  treating  all  ststea  unlfotaly.  Howerer,  thla  benefit 
needs  to  be  weighed  agalnat  the  political  iapllcatlona  of  the 
federal  govemaent  entering  an  area  which  baa  traditionally  been 
under  the  Jurisdiction  of  the  states. 
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I.  Introduction 

Bcgulatlon*  •galntt  usury  have  baan  dabatod  froa  tba  tiaa  of 
Hosei.  Today,  aa  a  raault  of  a  prolooiad  period  of  hi^  Inflation, 
record  incerest  latee,  and  alugglsb  acoooBlc  groHth.  umitj   callinga 
ate  once  BBaln  a  controveTSlal  aubjacc.   laaueia  of  ccedlt  and 
operstore  of  crcdlt-seoaltlve  buelnaasea  have  eallad  for  tha 
deregulation  of  InCaraat  chargaa.  They  argue  that  Intaraat  rata 
celling*  work  to  conauaera*  disadvantage  by  restrlctlns  cradlt 
flcwB  and  distorting  financial  Barketa.  On  the  other  hondt 
conauaer  advocatee  clala  that  ellBlnatlon  or  aaslng  of  usury  Iswa 
will  lead  to  abualve  lending  practices  and  will  force  Indlvlduala 
to  pay  exorbitant  Intsreat  rates  to  obtain  loans.  Laas  atrldanC 
supportera  of  usury  celling*  believe  they  are  necessary  to  protect 
borrowers,  particularly  a«*ll  borrowers,  and  to  enable  the*  to 
obtain  funds  at  rsasoDsbls  rates.  Who  la  correct!  Are  the  critics 
of  usury  ceilings  alnply  speaking  out  of  their  own  aalf-lntaieatt 
Do  usury  celling*  operate  In  the  best  Interests  of  conauaaraT 

Recent  legislative  action  h**  favored  the  critic*  »f  uaury 
ceilings  by  relsxlng  Interest  rste  controls.  The  I9B0  Depository 
InstltutloDB  Deregulation  and  Monetary  Control  Act  overrode  state 
interest  ceilings  on  aoae  categories  of  losns,  sod  Congress  Is  now 
conaldsring  new  legislation  to  further  preempt  state  lladt*  on 
interest  charge*.  At  the  saae  tlae,  aany  stste  iegielatures  hsve 
revised  their  usury  ststutss.  So*e  states  have  raised  their 
Halts,  others  hsve  slialnatsd  rcBtrlctlons,  and  still  others  are 
considering  revisions.  In  large  part,  these  recent  changea  in 
usury  regulation  have  been  in  response  to  the  current  econoalc 
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•Itnatlon.  Int  la  4*i*sul«tIon  of  usury  cBlllma  daalrablsl  And 
If  It  la  daairabla,  ahould  It  be  laft  to  th«  atataa  or  la  It  beat 
accoBpllshed  hj   faderal  praaaptloDT 

KconcmlatB  hava  accnaulatad  a  conaldaTabla  bod;  of  raaeaich 
which  baara  ftn  theaa  queationa.  Thla  papai  aurvsya  tb«  ccodobIc 
arldanca  on  tha  aubjact  of  uaury  celllnfa  with  tba  puTpoaa  of 
pTmrldfng  a  baaia  for  avaluatlng  the  arguaanta  ralaed  io  tba  public 
debata.  na  firat  thrae  aactlona  of  the  paper  deal  with  tba 
aconoBlc  sffacta  of  uaury  cailliiga>  and  the  fourth  aactloo  cxaainaa 
the  likely  econoalc  conaaquepcea  of  reaoTlng  atatntoiy  Ilslts  on 
Interaat  chatgea.  A  final  aectlon  conaldais  pollej  optlona.  The 
eapltlcel  reaaacch  ravlcwad  In  thla  paper  coneama  prlaarlly,  but 
not  azclualvely,  tha  conauaar  ccadlt  markat.  alnca  this  la  wbara 
uaury  celllnga  have  drawn  tha  Boat  attention.  In  Many  atataa.  In 
fact,  loans  to  corporatlona  are  not  aubJecC  to  the  Intareat  rate 
reatrictiona  lapoaed  by  uauxy  lawa. 

II.  Uaury  Ccllloga  In  a  Coapatltlvc  Market 

TWO  taauaa  have  figured  pioadOMitly  la  tha  current  debata  over 
uaury  lawa.  They  are  the  effect  of  Interest  rate  celllnga  on  the 
price  of  credit  and  their  effect  on  the  aaount  of  credit  available. 
Partlclpanta  In  the  debatt  e*phasl*e  one  effect  or  the  other.  Both 
aides  of  the  atguMant  have  a  baata  In  theory.  Thla  section 
develops  the  theoretical  Bodel  of  tha  l^act  of  uaury  ceilings  on 
the  price  end  availability  of  credit  and  cites  e*plrlcal  reaearch 
to  aobatantlata  the  theoretical  clal«a. 

In  theory,  the  credit  aarkat  can  b«  vtawad  anch  like  any  other 
aconoalc  BarkeC.   There  are  buyers  (borrmrars)  and  aellara 
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(lendera)  of  credit;  th*  pTie*  of. credit  !•  the  l>t«r«it  rat*.  Tha 
ciadlt  aarkct  la  aaatly  r«pr«aant«d  In  «  cenvantional  aopply  and 
daa«iid  dtagraa  like  Flguts  1 .  The  damaod  cutra  xapraaanta  the 
aaouat  of  credit  borrower*  daalra  at  varloua  prlcea  (interaat 
ratea).  The  aupplT  curve  reflects  lendera'  coat  of  fund*  and  tboa 
tba  aaouat  of  credit  they  are  Killlog  to  grant  at  varloua  Intaraat 
ratea,  aaauBlnt  tha  Market  la  coapetltlve.  According  to  theory, 
borroveta  and  leader*  will  eventually  eatabltah  an  equlllbrlu*  In 
tha  Market  at  •  price  Hfaicb  Juat  balance*  the  aupply  and  demand  for 
credit.  He  can  call  tbla  price  tba  noc^l  saTkat  rate  of  Interaat. 
Such  a  rate  1*  ahown  a*  t  In  Figure  I. 
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an 

Uanty  !««•  attpal«ta  a  -f-<-i—  rata  of  Intareat  which  landara 
■ay  lagally  charga.   Whan  a  naary  law  ia  isttoducad  It  say  altar 
tba  way  In  riiich  both  prlea  and  qoaatlty  ara  dacatalnad  In  tba 
credit  Maxkct.  Exactly  what  happana  dapaada  on  tha  leval  of  tha 
nauiy  calling  with  raapacC  to  tba  aarkat  rata.  Whan  the  legal 
calling  ia  abora  the  aatkat  rata  of  Intareat  Ir  ),   the  law  haa  no 
affect  at  all.  Tha  aarkat  forcaa  of  aiq^ly  and  daaand  are 
iincoDS trained  by  tba  uaury  calllngi  and  the  equlllbiluB  price  and 
quantity  of  credit  are  unchanged.  HowaveTi  when  the  legal  ceiling 
la  below  r  ,  the  regulation  doea  affect  the  Market  oucceaw.  Such  • 
uaury  celling,  like  the  rate  r  In  Figure  1,  la  aald  to  be  binding 
or  effective.   A  binding  calling  obvioualy  altera  the  price  of 
credit— the  celling  rate  becowa  tba  rate  of  Intereat  charged. 
Tharafarei  If  the  aarket  rata  r  had  been  conaidered  too  high,  a 
uaury  ceiling  of  r  .  for  exawple,  would  have  aucceedad  In  lowering 
tba  rate  of  intareat  for  borrowara. 

EeCabllablng  a  lower- than-market  Intereat  rate  by  neana  of  a 
uaury  celling  will,  eleo  bring  about  a  decrease  In  the  quantity  of 
cradle.  Civeo  lendera'  coata  (tbe  aupply  curve),  the  nost  credit 
which  thay  can  provide  when  tba  Incereac  rate  la  held  down  to  r  la 
0  .  Therefore,  tha  binding  uaury  calling  will  lead  Co  a  reduction 
froa  0  to  Q  in  the  eaount  of  credit  available  Co  borrowara, 
yurtharaore.  In  contraat  to  tha  altuatlon  in  tba  unregulated 
aarket,  thla  aaount  of  credit  will  not  aatiafy  all  thoae  who  went 
to  borrow  at  tba  celling  price.  The  uaury  calling  createa  a 
altuatioa  of  eiceea  deaand  with  borrowara  •eefciog  Q.  in  credit. 
Borrowera  cannot  bid  up  tha  price  la  order  to  obtain  acre  credit 
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bccansa  of  tlw  tat*  calllog,  «nd  land«ra  will  not  provid*  cny  aor* 
ctadic  at  th*  lagsl  m»1m  lnt«t«at  tat*.  Ttmat  at  tit*  lagal 
cailtng  price  thaia  la  a  icaatac  d«««nd  tor  cradlt  than  avpplr. 
The  iaportanc  lapllcatlon  trom  tbia  aconoalc  aodal  la  that 
uaury  lawa  can  avccead  Id  boldlnc  Interaat  lataa  balow  thalr  aatlMt 
levala  only  at  Cha  axpenae  of  reducing  the  aupply  of  cradlt  to 
borrowara.   Thus,  thara  axlata  ■  trada-off  batiMen  Intareat  ratea 
favorable  to  borrowera  and  cradlt  auppllaa  farorable  to  bonoweTa. 
Baplrlcal  raaeaich  on  the  effect  of  aaury  celllnga  In  the  thiltad 
States  indlcataa  that  auch  a  trade-off  doaa  «Klat. 

The  Effact  of  Uaury  Celllnga  m  Credit  Avaltabilltyi  The  Bvldaaea 

A  Btudr  bj   Kobart  Kalaher  of  the  Federal  laaarve  Bank  of 
Atlanta  (9)  looked  at  bo>  loan  extenalona  b;  banks  In  Tamaaaea 
varied  aa  Market  Intereat  EaCae  fluctuated  above  the  atate'a  10- 
patcant  uaury  calllne*  In  regreaaions  controlling  for  other 
factors  vhlch  radnea  loan  eztsnslona  as  aatkat  Intaraat  ratea  rlae, 
Kelebar  found  that  tha  further  ■atket  Interaat  rataa  roae  above  the 
atate  uanry  calling  (i.e.,  the  nora  binding  tha  catling),  the 
aa«ller  vaa  the  veekly  change  In  total  loana  ontatandlng.   Thla 
ralatlonahlp  waa  tnia  of  all  large  reporting  banka  in  tha  atata  aa 
well  aa  for  Boat  anbcatsgoriaa  of  bank  loans.   Kslabei'a  stody  of 
bank  coaaarclal  credit  provides  support  for  tha  hypotheala  that 
binding  uaur;  calllnga  faatrlct  tha  aupplj  of  credit. 

A  nuaber  of  atudias  of  nottgage  Barkets  also  land  anpport  to 
thla  arpaent.  The  Federal  Reaarva  Bank  of  Nlmespolia  [3>  101 
analyted  Nlnneaota'a  experience  with  an  S-pereent  uaory  calling  on 
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comentlcmal  hoae  Bortsages.  Aa  la  the  caae  In  aany  other  atataai 
HiimeBota  exoiptB  FHA  and  VA  BDitfagas  frm  tha  atati  rata  calling. 
The  Hinneapolia  study  found  that  otaen  Barket  rataa  elided  to 
between  9  and  10  percent  In  1973-74,  hoae  financing  in  Hlnnaaota 
•hifted  Hubatantlall;  fron  conventional  ■OTCgagea— vfalch  were 
subject  to  the  celling — to  exe^>t  FHA  or  VA  loans.  During  the 
peTlod  whan  celling  tates  ware  binding  on  conventional  ■OTtgages, 
the  share  of  total  aottgage  financing  In  FHA/VA  loan*  rose  In 
Minnesota  fro«  22  to  25  percent.  In   contrast,  the  FHA/VA  share 
steadily  declined  in  states  that  bad  no  binding  rate  ceilings. 
About  40  percent  of  all  new  Bottgage  loans  Issued  In  the  Twin 
Cities  at  this  tiae  were  PHA-lnsured,  alaost  double  the  usual 
share.  This  substitution  Indicates  that  conventional  Mortgage 
credit  becaae  decidedly  less  available  when  Interest  rates  on  these 
loans  were  constrained  by  the  celling. 

In  a  Bore  statistically  controlled  analysis,  Jaaas  Ostaa  [16] 
•laBlned  Bortgage  aatket  data  for  15  large  SMSAs  over  the  period 
1965  to  1970.  He  indirectly  evaluated  the  lapsct  of  usury  ceilings 
on  Bortgage  lending  by  relating  differences  In  usury  ceiling  rataa 
BBong  SKSAs  to  differences  In  the  nuaber  of  boosing  peralts  issued. 
Using  regression  analysis  Ostas  found  a  strong  negative  relation 
between  housing  persdts  and  the  spread  between  eatlBBted  Baikat 
Bortgage  rates  and  usury  ceilings.  At  a  BinlBUB,  his  estiutes 
showed  an  II  percent  reduction  in  perBlt  authorizations  for  every 
one  percentage  point  that  the  usury  calling  waa  below  the  Barkat 
rate.   Ostas  reasoned  that  the  reduction  in  houaing  perBits  caae 
shout  becauae  binding  uaury  ceilings  initially  reduced 
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■ortgaga  loan  voluaa.  Barllar,  Pblllp  Roblna  [19]  had  ebtalnad 
•Imllar  reaulca  froa  a  atudy  of  raaidantlal  eonatnctlon  activity 
In  77  SKSAb  In  1970.  Koblns  found  that,  controlling  for  othar 
Intarclty  dlffarmcea,  boualng  atarts  wcia  28  paicant  loN«r  In 
SKSAa  whera  uauty  calllnga  war*  binding.  Ha  alao  aatlaaCad  Chat  a 
uanry  llalt  ona  parcentaga  point  balow  cha  aarkat  rata  waa 
••■oclated  with  «  16  parcant  lovai  laral  of  Bingle-fsBlIy  bouaing 
conatTuctlon.  Thesa  finding*  again  anggeBt  that  binding  eaillDga 
laad  to  a  laducClon  In  nortgag*  cradlt,  idtlch  Id  tvm  r**ult*  In 
f*w«T  boualng  atatt*. 

Id  yet  another  study.  J«m*  McHutty  [12]  analyiad  tha  iapact 
of  «*ury  celling*  on  Borcgage  lending  directly  and  *ap«tately  froa 
their  lapact  on  houalng  conattuctlon.  Ba  follovad  a  tiBe-aatie* 
approach,  uCllltlag  data  on  aortgaga  aarkata  In  Ceorgla  for  the 
period  1965  to  1977.  McHulty'a  ragiaealona  ehowed  that  the  Georgia 
saury  celling  (irtilch  rangad  froa  8  to  10  percent  during  the  period 
atudled)  had  a  reatrlctlve  affect  on  alngle-faally  tending  activity 
by  aavlnga  and  loana  Id  Georgia,  daapita  tha  fact  that  aarkat 
intereet  rate*  generally  were  below  the  atate  calling  fot  Boat  of 
the  period  ecudled.  (Harket  rate*  were  enbatantlally  above  the 
calling  foK  only  four  quattera.)  This  reealt  *ub*tantlated 
KcHulty'a  clala  that  ueury  celling*  can  b«va  an  iapact  on  lending 
activity  even  before  av*ra«e  aatket  i*tc*  hit  the  celling,  alnce 
there  1*  a  feirly  wide  dlstrlbntlon  of  actual  aortgage  aarkec 
latea.  HcRulty  aatlaatad  that  aa  tha  aarkat  rate  approachad  the 
calling,  aortgage  landing  wa*  lotfered  7.5  to  12. S  percent  for  each 
ona  percentage  point  difference  between  calllDg  and  aarkat  rata*. 
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The  affect  of  usury  celling*  on  tha  aupply  of  conauaar  credit 
haa  been  exaMlaed  in  leveral  other  acudlee.  In  a  technical  study 
for  the  Hatlonal  CoHlBslon  on  Conauaer  Finance,  Robert  Shay  [21] 
exaalDed  data  an  perBOnal  conHuaer  loans  collected  In  a  aurrey  of 
48  statBB  In  1971.  Shay's  study  shaited  a  *h11,  but  atatlstlcally 
IsnlflcBnt,  relationship  between  rare  ceilings  and  loan 
iztenslons.  coDtTolllng  for  Market  eoncentrsclon  and  several  other 

r*.  Specifically,  Shay  found  that,  across  states,  each  one 
percentage  point  decrease  in  the  uaury^celllng  on  saall  loans  was 
lasociated  with  18  fewer  loans  per  10,000  fsBlllss.   (The  average 

r  of  loans  per  10,000  families  was  about  1,300.)   He  also 
found  that  the  dollar  voluMS  of  loan  excanalona  fell  as  ceilings 
lerc  loHered,  but  this  relationship  was  not  ststistlcally 
ilgniflcaDC.    Theaa  reaulcs  Indlcste  that  the  supply  of  personal 

is  SBsller  where  rate  ceilings  ere  lower.  Sbsy  also  found 
:hat  lower  rate  ceilings  were  sasoclsted  with  fewer  new  auto  losns, 
.  he  did  not  find  any  significant  effect  on  the  supply  of  crsdlt 
purchase  other  coosuner  goods  (aobile  hoaes,  bost*.  aircraft, 
I  recreatianal  vehicles). 

A  aore  recent  study  of  the  effect  of  usury  celllnga  on 
eoitauBer  credit  produced  *o*e  results  which  Inltielly  eppsar  Co 
contradict  the  theory.  Richard  Peterson  of  the  Credit  Beeoarch 
Center  at  Purdue  Dnivsrslty  (17)  eoapsred  urban  conauaer  credit 
■arkets  in  Arksnaas,  which  had  a  lO-parcent  cosprehenelwa  nanry 
celling,  with  slsdlar  crsdlt  Mrketa  In  Illlnola,  Wisconsin,  and 
Louisiana,  which  bad  leas  restrictive  ceilings.  Hs  found  that, 
contrary  to  eKpectation,  realdanca  of  Arkansaa  held  aa  Mich  (or 
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■era)  ciadlt  overall  ■•  conainwr*  In  the  otbar  acataa  atwdlad. 
9«t«vet,  b«  alao  found  that  coaauaar*  la  Arkanaaa  hald 
■ign If leant ly  lasa  caah  ciedit>  and  boe*  polDt-of-8al«  eiadlt 
(ratail  crsdit  and  credit  caida)  than  chair  coanterparta  Id  tba 
Btataa  with  leaa  restrictive  calllii|s.    Folnt-of-sale  credit  Bay 
be  less  affected  by  uaury  ceIlln|B  than  caak  lending  becaoaa 
■erchantB  and  dealera  who  Issue  polnt-of-aale  credit  can  ralea 
prices  on  goods  they  sell  to  coapensate  for  the  coata  of  their 
credit  operation*. 

Another  study  under  the  auspices  of  the  Conauaer  Credit 
Beaearch  Center  also  docuaented  the  effect  of  iMury  calllnga  on  tba 
availability  of  conauaar  credit,  Robert  Johnaon  and  A.  Charlane 
Sullivan  [B]  exaalnad  the  effect  of  a  1977  regulatory  change  in 
Haaaaehuaetta  which  lowered  the  ■e»i—  rate  of  chaiga  on  saall 
loans  (under  $2,000  and  24  aontba).  One  finding  of  the  atndy  <•>■ 
that,  ai  anticipatadi  the  groaa  aaount  of  regulated  loau  (under 
$3,000)  outstanding  in  tba  state  fell  by  12. S  percent  batifean  1975 
sod  1979. 


Taken  together,  the  results  of  the  studies  described  above  largely 
substantiate  the  arguaaot  that  binding  navry  cellinga  lead  to  a 
reduction  in  the  aaount  of  credit  provided  by  landera.  Bat  credit 
tranaactlona  Involve  a  nuaber  of  teiaa  other  than  the  Interaat  rate. 
Usury  ceilings  aay  dstaiains  tha  "price"  that  lenders  can  charge,  bwt 
they  do  not  conatralD  Che  other  conditiona  that  lendata  any  ebooM  to 
offer.  Faced  with  a  binding  usury  calling  landera  aay  be  expected  to 
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•ItaT  th«*«  noatiiC«t«at  condition*  1«  ordar  to  acbla**  a  blibsr 
effactivs  return  on  tha  aaUlor  tmoimt   of  crodlt  tboj  vlll  offar. 
Changea  in  tba  noolateiut  taiaa  of  ccadlt  cranssctlans  coold  ba 
unfavoTabla  to  borrow ra  tanaially  and  could  concaatrat*  tha  raatrictiva 
l^act  of  uanr;  celllnga  on  caitaln  catagoriaa  of  bortowera. 

Aa  polntad  out  aatliar,  nndar  binding  uauiy  ceillnca,  borrotfaTa 
deaand  noia  ciadlt  than  landera  are  vllling  to  prorlda.   In  thla  alCna- 
tlon,  lendatB  Bay  allocata  cradlt  awmt  borrowara  according  to  thair  mm 
condltiona.  Landata  could,  for  axanpla,  dlffatentlata  eligible 
borrowara  by  ralalng  down  paTaant  Tequiienenta,  bj   offorlng  abortar  loan 
aaturltloa  (vfalch  ralaaa  anoTtliatlon  paTBcnta).  and  by  ralalng  nlnlBun 
loan  aize  reqniieaaota.  tnj   of  Uwae  aetlona  irauld  tend  to  rodoco 
cKpeaatve  default  and  collactlon  coaca  uhlle  ptaaarvlng  lendara'  ovaiall 
proflCabllltT  frOB  a  aaallar  quantity  of  credit  astanaiona.    Landera 
night  alao  baao  cradlt  eatenalona  on  certain  daaliabia  borrower  chaiac- 
terlacica.  tc  la  veil  known  that  characcaclatlca  like  Incoa*.  aaounc  of 
■aaata,  and  length  of  relationahlp  to  the  lender  ate  aaaoclatad  with 
differing  level*  of  rlak  that  an  individual  botrowat  Might  default. 
Glvan  a  .alngla  Inceraat  rata  calling,  lender*  are  unable  to  alter 
intereat  chargaa  in  accordance  with  the  rlaklneas  of  each  loan.  There- 
fore, they  nay  inataad  reduce  rlak  and  preaervc  profitability  by  screen- 
ing potential  borrotrlTa  according  to  theae  risk-related  charecterlstics. 

Landera  have  other,  aora  direct  optiooa  for  preaerving  their 
profitability.  Uhen  Intereat  chargaa  are  conatrainad  by  uaury  celllnga, 
lenders  nay  atlll  utillaa  noninteleat  feea  and  chergea  as  sources  of 
Tavenue.  The  apeclflc  fora  these  nsy  take  depends  on  the  type  of 
ctadltoT.    For  exaqila,  nortgage  lender*  nay  lncraa*e  cloalng  fee*  and 
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pr*psy*Mt  prwrtB— ;  CT*dlt-«ard  la«a*t«  muf  IaMlCat«  aaaBBl  £•■■  or 
tt«a««ctla<ia  d>arf«a;  coaaarclal  b«nka  ■•;  l*lti«C«  dwitaa  for  BSTrlcaa 
piaviooaly  provUad  gcaEi*.  taullaia  lAo  cxu«i  ••!••  cradlt  Ba^  avsm 
rail*  prlcH  on  all  of  ttMlr  «*rctMndls«  to  e0**r  tb*  eoMm  of  (katr 
cradle  opera tloDa. 

Bjr  aaploylng  thaaa  davlcaa  Icadara  aar  b«  abla  to  akin  cha  Ifarr 
of  ii«nt7  calltaga  on  tbalr  om  raraooaa.  M 
the  coAacqutnttA  Hfalett  ehangaa  In  oonlDtaieat  loan  c 
boriowera.  Landara'  oaa  of  chaaa  devices  tend*  to  coDCaatrata  tba 
l^mct   of  naury  celling  on  certain  borrowars.  K«Un(  loaa  caraa  Bon 
•trlngent  realloeataa  credit  ana;  froa  tboae  lAo  are  nnAla  co  afford 
larger  down  payaanta  or  the  larger  inataltaent  Mwunta  oeceasltated  by 
abortar  aaturltlea  and  higher  nlnlaoa  loan  balancea.  Deteraloing 
ctcdlt-wotthlDeea  according  to  Individual  cbaraccerlatlca  ratlooa  credit 
away  froa  hlgb-rlak  conauaara  wfao  algbt  be  willing  to  pay  hltftar-than- 
celllng  rates.  Pioally,  adding  noolntareat  cbargea  elladnatea  froa  tbe 
anrfcat  those  for  whoa  these  extra  coeta  are  too  great. 

As  a  result  of  these  lending  practices,  usury  ceilings  ^7  fell  to 
provide  consuaers  vltb  tb*  protection  end  benefits  nblch  tba  callings 
wsra  intended  to  provide.  For  exaapla.  usury  laws  aay  vork  against  the 
goal  of  ensuring  that  ersdlt  la  available  to  saall,  loexperlenced 
borrowera.  When  lenders  ration  credit  by  aoaa  aeans  other  tbsn  price, 
aaall  borrowers,  low-lncoae  borrowers,  snd  high-risk  borrowers  st* 
ttfcely  to  find  it  aore  difficult  to  obtslo  credit,  priae  borrowars,  ea 
tbe  other  hand,  aay  even  obtain  aore  credit  Chan  they  would  hsve  at 
DOtael  aerkct  Interest  cstas.  Furtbaraota,  whan  leaders  inetltnCe 
t   cbargea  to  co^Mnaata  for  intereat  rata  callinge,  they 
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effectlvaly  ral*«  tbt  cost  of  cr«dlt  for  th«  •wccoaofvl  boitowar.  Thia 
■eanB  that  whlla  a  calling  Bay  raduca  tha  axpllolt  prlca  of  ccedlt  (tha 
Inteieat  rate).  It  May  not  raault  In  lovar  ovarall  coata  of  borroHlng 
for  thoaa  able  to  obtain  loana.  Tba  nanlntaraat  charBaa  alao  sake  It 
■ore  coBpltcatad  for  cuatoaMra  to  coapxaheiul  tha  total  coat  of  borrotdng 
and  Mke  It  Mora  difficult  to  aaka  vell-infotBed  credit  daclalona. 

Theae  landlnt  practicaa  and  tbalr  undaslrabla  consequences  Bay 
exlat  In  the  abaence  of  inceraat  rata  calllnga.  Howavai,  oapliical 
Btudlea  have  frequently  found  that  the  extent  to  ufaicb  thoae  davlcaa  are 
uaed  1b  directly  aaaoclated  vlth  the  reatrlctlveneaa  of  uaury  lava.  Id 
other  uorda,  thaae  atudlea  Indicate  that  uaury  celllnta  create  a  cllaat* 
In  which  lenders  are  likely  to  aor*  vlgoroualy  pursue  practices 
unfavorable  to  aoae  or  all  borrower*. 

Several  studies  have  abovn  that  loan  teraa  definitely  bacca*  Issa 
favorable  to  borrowera  when  usury  ceilings  becoae  aore  reatrlctlv*.  For 
exaaple,  the  Mlnneepolls  Federal  Kaserve  Bank  [3>  20)  found  that  during 
one  period  when  Klonesote's  ceiling  on  Bortgage  loana  waa  binding,  the 
averege  naturlty  of  conventional  Bortgages  In  tha  Klruieapalis-Sc.  Paul 
SHSA  fell  algniflcantly.  Uhllc  Mturltles  In  the  Tuln  Cities  had  been 
about  three  to  four  yeara  ahorter  than  In  SKSAs  vlthout  usury  celllngB, 
Che  difference  IncTaasad  to  seven  yeara  when  the  celling  becaae 
restrictive.  Tha  aaaa  atudy  found  that  required  down  payBenta  Increased 
much  Bore  sharply  In  the  Twin  Cities  during  thia  period  4han  in  tb* 
SHSAs  not  subject  to  binding  usury  ceilings.  Slsdletly,  a  atudy  by  Kobn 
et  el.  for  the  Hew  York  State  fienklng  Dcpartaant  [10]  found  that  down 
payaanc  reqolreBants  increased  snd  bsiIbbb  Bacurlciaa  dscraaaed  during 
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tiM  1974  cvadlt  cnmch  lAan  BaTkat  Intarvat  r«taa  tom  abora  ■■•  Totk'a 
S.S  patceat  cetllaB  on  aorttasa  loana. 

Dwtght  Fhaup  and  John  Hinton'a  analyala  [18]  providad  qoantltatlTa 
aaclBatca  of  tha  iapact  of  umi7  calllsga  on  nonintaraat  loana  In  ttia 
Ktrtgage  aarkat.  Phaup  and  Binton  uaad  tha  dlffaronca  batwaan  a  PI0X7 
■arkat  rata  and  tha  atata  uauxy  calling  aa  an  Indapandant  varlabla  In 
ragraaalona  asplalnlni  changaa  In  thraa  typaa  of  Donlataraat  chargea  and 
cetvs — Bortgage  faaa  and  chargaa,  loan-to-value  ration,  and  aatulltlaa. 
Tha  ragraaalona  vara  run  on  quartarly  data  on  nav  aortgaga  landing  for 
slngle'faally  dwallinga  In  Schanactady,  Haw  Totk  for  1961  through  1976. 
Since  aortgaga  faaa  and  chargaa  waia  axpllclcly  covarad  by  Hav  Toik'a 
uanry  law.  It  w«a  azpactad  that  ■ottgasa'lavdara  would  not  caapond  to 
binding  uaury  celllnga  by  Incraaalng  tbaaa  faaa;  tbta  waa  Indaad  found 
to  be  tha  eaae.  Other  aortgaga  tanu,  on  tha  other  hand,  ware  found  to 
becona  mot*   atrlngant  aa  usury  celllnga  becaaa  aore  binding.  Phaup  end 
HlntoD  found  that  for  each  1  pareeDtage  point  tha  aarkat  rata  roaa  abori 
tha  celling,  there  «aa  ■  i   parcanc  redaction  In  ■ortgaga  aaturltlaa  aw 
an  8  percent  decline  In  loao-to-^alua  ratloa. 

Tha  Fataiaon  atudy  (17]  deaerlbad  earlier  axaalned  nonlntereat 
credit  condlclcina  on  varloua  typea  of  conauaar  credit.  Tba  atudy  found 
that  auto  loana  in  Arkanaaa  had  ahocter  aaturltiaa  than  la  atatea  with 
leaa  reatrlctive  uaury  lawe.  In  addition,  tha  average  ■Inlaua  also  tor 
petaonal  loan*  at  co^Ntclal  banka  and  credit  uniona  «aa  2.S  tlaaa 
larger  In  Arkanaea  than  in  other  atatea  ccnered  by  the  atudy.  Peteraaa 
found  that  Arkanaaa  lendeca  charged  higher  faaa  for  Mortgage  credit 
Invaatigatlona  and  appraiaal  than  did  landara  in  other  atatea  with  laaa 
raatrictlva  interaat  rate  ceilinga.  Arkanaaa  taaidaate  alao  paid  hlgbar 
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ch«tg«s  for  ctMckiac  accoimt*  and  orcrdrafta.  (Moraovar.  ratailaia 
faced  blsgar  dlacouDta  and  laaa  dcsliable  taima  whan  Bailing  ctwlr 
retail  cradit  contract*  to  othar  creditors. } 

A  nuafcer  of  aHplrlcal  atudlea  hava  daaonatratad  a  dicact 
Telatlonahlp  bccweeD  cba  •vailabilit)'  of  cradlt  to  certain  cetagoriea  of 
borrowera  and  tha  raattlctlvaneaa  of  oavry  cellinga.  Fateraon,  for 
exaaple,  found  Chat  caab  credit  waa  slgniflcaatly  leaa  available  to  low- 
incone  and  hlgb-rlafc  borrouera  In  Arkanaaa  than  In  tha  other  atataa 
studied,  na  lowaac  incoaa  group  and  the  three  highaat  rtafc  gtoopa  of 
Arkanaaa  conauaara  bald  a  larger  proportion  of  tbair  credit  froa 
paiDC-of-sale  aourcaa.  Theae  categories  of  borrotfera  were  nare  likely 
to  be  denied  caab  ccadit  in  Arkanaaa  than  In  othei  atates  In  the  study 
with  leaa  restrictive  interest  rate  catlinga. 

In,  their  aCudy  of  the  Schanectadyi  Haw  York  aortgage  Market,  Fhaiip 
and  Rlnton  (IB)  vere  priwiTlly  cooccmed  vltb  the  uneven  diatributional 
effects  of  usury  lavs.  Therefore.  In  addltlra  to  presenting  eatl^tea 
of  tha  effect  of  binding  uanry  ceillogs  on  nortgage  tcraa  and  charges 
and  evidence  of  tha  overall  reattictive  effect  of  these  rationing 
devices  on  tba  nuafcer  of  new  BOTtgageai  tboy  exanined  tbe  faypotbesla 
that  loiter  Incoac  areas  felt  tba  iapact  of  dscreaaed  Mirtgage  lending 
activity  Bore  than  other  sreaa.  In  order  Co  test  this  hypotbeaia  tbay 
Btratlfled  cenau*  tracts  by  four  different  neaaures  of  econoalc 
BtatuB — nean  Ineoae,  percent  of  feailiea  above  tba  poverty  line,  percent 
of  oHner-occupled  housingi  and  aaan  value  of  housing — and  ran 
rogreaaiona  to  explain  the  mniber  of  new  loans  for  each  csnauB-tract 
Btracua.  They  found  eortgage  activity  waa  aore  sensitive  to  the  usury 
ceiling  and  to  noDlntcrest  credit  terms  In  cenaus  tracts  In  the  lowest 
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stiatu*  of  sach  acoaoMic  ■aaaore  than  in  the  hl|taer  atrata,  and  cbaa* 
dlffeieocea  were  alaoat  always  ataclatlcally  algolflcaiiC.  Thua,  Plianp 
and  Htnton  provided  a  dlract  aCatlatlcal  cDnflrmaclon  of  tba  unavan 
burden  of  usury  calllnga  on  one  group  of  potential  boriowaia. 

Using  the  aurvey  data  collected  by  the  Rational  Coaalaalon  on 
Consuaer  Finance,  Douglas  Cieet  [7]  analysed  peraonal  loan  lejactlon 
rates  by  finance  coaipanlea  in  48  atates  In  1971.  Greer  foand  that 
differences  In  state  usury  catlings  alone  accounted  for  over  SO  parcaot 
of  iba  variation  in  rajaetton  rates  aaong  the  atates.  Additional 
regrassiona  abovad  an  Inveraa  relationship  between  rata  ceilings  and 
tajsction  rataa  which  was  strongest  saong  low>ealllng  ststas.  Craar 
concluded  fro*  this  study  that  tba  hlgbar  tha  rates  they  are  paiaittad 
to  charge,  tha  aors  willlDg  lenders  are  to  accept  risky  borrowers. 
Consequently,  binding  ccllinge  aaka  it  aora  difficult  for  higher  rlafc 
borrowara  to  obtain  credit. 

Finally,  using  the  sa>s  dsta  fron  tha  National  CoHiission  on 
Consuaar  Finance  Kobart  Shay  [21]  found  further  Indication  that 
high-risk  borrowera  are  the  ones  aost  sffected  by  usury  callings.  Shay 
found  that  lower  rata  callings  ware  aaaociatad  with  reduced  credit 
availability  In  both  tba  nsw  suto  snd  personal  loan  aarkats.  Along  with 
banks,  auto  daslars  are  the  priaary  lending  institutions  in  tba  anto 
credit  aarkat  and  finance  coapaalas  in  tba  personal  loan  aarkat.  lata 
daslars  (aa  retail  installaant  lenders)  and  finanea  coapanlaa  ganarally 
are  sobject  to  hlgbar  uaury  callings  than  banka  bacanaa  thay  daal  with 
higher  rlak  cllsntela.  It  waa  tbeae  higher  rate  ceilings,  and  not  tba 
caillnge  on  bank  loena.  wbicb  Shay  found  to  Influence  credit  axtanaioaa 
for  auto  and  personal  loana.  He  concluded  that  the  reduced  credit 
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availability  aaaociatad  with  uanry  cellliifB  falla  on  tboaa  alioaa  cradtt 
atandlns  la  waakast. 

Uanry  calllnga  aMcrt«  fro*  tha  analyala  In  thia  and  tba  prcvloua 
aectlm  as  •  regulatory  policy  with  vary  mlsad  banaflea  for  borrowera. 
Tbc  prlaary  benefit  la  a  lcTVer-tban->arket  Intereit  rata.  But, 
depending  on  lendeta'  actlona.  bortowera  say  end  up  facing  higher 
nonlntarcat  credit  chargea  aa  a  result  of  uaury  celllnga.  Horcover  the 
lower-lntercat  benefit  of  uenry  celllnga  baa  attached  to  It  a  direct 
cost  for  tbc  borroMlng  public  In  a  raduced  aupply  of  credit. 
Furtberwtre  the  coat  of  leatrlctcd  credit  availability  likely  falla 
dtaproportlonately  on  blgb-rlsk,  low-lDco«e  borrowara,  those  vhoa  uaury 
celllnga  are  often  designed  to  protect. 
IV.  The  Broader  lapacte  of  Usury  Ceilings 

Tha  lapacta  of  usury  celllnga  identified  ao  far  have  been  ones 
affecting  Individual  borrowera.  Daury  ceilings  also  affect  conaiuwra 
and  the  econony  in  a  sore  general  way.  Thla  oacroeconoailc  lapact  Is 
bound  up  In  the  particular  way  Intereat  rate  regulation  has  been 
tmflemtntta   in  tbe  United  States. 
Diveraity  of  Usury  Celllnga 


Besponalbllity  for  regulating  Interest  rati 
colonial  tl*ea,  rested  with  the  acatea. 
laws  Hfalch  establlBh  two  celllngB;  tha  coni 
■axlaun  rate  which  Bay  be  agreed  to  In 
which  la  the  BeslMua  rate  which  can  be  chart 
specified  In  a  contract.  Many  coaauaer 
are  exeapted  fro*  these  general  usury  a 
to  special  usury  ststutes.    These  apeclal 


on  credit  has,  since 
atee  have  general  usury 
rate,  which  is  the 
and  the  legal  rate, 
in  a  rate  is  not 
TaneactloBB,  however, 
d  are  aubjact  instead 
tcs  apply  to  specific 
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typas  of  Isndsrs  and  •pacific  typ^a  of  cradle,  oftan  with  dlffarant 
limits  depending  on  tha  alie  of  ttw  loan.    Aa  a  raault,  thaxa  la  great 
dtveralty  In  tha  coverage  of  Intareat  rata  calllnga  within  Individual 
•tatea.    Furtheraore,  tbara  la  alao  gre^t  divaralty  in  calling  rataa 
and  coverage  aeroaa  atatea. 

These  legal  arrangeBenta  have  Isportant  iBpllutiona  for  the 
aconoailc  Ijqiact  of  usury  calllnga.  Lack  of  unlforHlty  of  llMtta  and 
coverage  Baana  that  soaa  foraa  of  credit  are  canatrained  by  cellloga 
while  othsra  ere  not.  Under  these  clicuastanceB,  landata  will  want  to 
ahift  their  portfolloa  out  of  loan  catagorlaa  which  ara  aubjact  to 
binding  ceilings.  Lenders  may   look  for. alternative  opportunitlaa  within 
a  atacc — as  appears  to  have  bappenad,  for  «xa«ple.  In  Kinneeota  with  the 
ahlft  fron  conventional  to  FHA/VA  Bortgage  financing  which  waa  exanfie 
froB  tbc  usury  celling.  However,  lenders  Bay  also  look  for 
opportuoltisa  out-of-state.  Stste-lBposed  utury  laws  eatabliah  interest 
rste  ceilings  on  credit  extended  to  borrcwers  within  a  particular  state. 
But,  alnce  credit  Barkets  are  not  confined  'o  etate  boundaries,  lenders 
have  incentlvee  to  allocate  loans  across  etats  linea  to  borrowara  In 
states  which  offer  tbc  least  conBtrainlng  usury  laws.  Thus,  Interstata 
differences  in  llBlts  and  coverage  will  distort  tha  gcogra^iic 
distribution  of  credit  and  sltar  the  allocation  of  funds  to  cradlc- 
senaitlve  econoBlc  activities. 

Many  of  the  studies  cited  previously  support  the  notion  that  a 
diversity  of  state  usury  callings  affects  the  geographic  dlacrlbtttloa  of 
credit.  Studies  which  axsalnad  the  effect  of  usury  csllings  on  credit 
availability  by  co^srlng  states  witb  different  usury  ceilings  show  both 
tbst  credit  avsllsblltty  Is  reduced  st  tlaaa  when  Interaat  rata  caillngB 
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arc  bladlag  and  that  tba  caAwCtcm  occnra  la  acataa  Aara  Cha  calllnta 
arc  blnaint- 

A  study  by  tba  ataff  of  tba  ■•*  Totk  Stata  Banklnc  Daparcaant  (10) 
alao  Indlcataa  bow  ctadle  flows  avay  froB  atataa  with  blodlnt  uaory 
calllDga.  Tba  atndy  found  tbat  during  tba  pailod  1966  to  1974,  whan 
■orttaga  Birkat  rataa  war*  alaoat  contlmioualy  abova  Mw  York's  usury 
celling,  tba  proportion  of  wortgaga  loana  on  out-of-state  ptopartiaa 
roaa  frow  6.5  parcant  to  ovar  18  parewat  awong  aavlngs  and  loana,  and 
Erow  IS  to  20  parcsnt  aaong  banks.  FoTthaiwoia,  ovar  4B  parcant  of  tba 
■ortgages  bald  by  wutusl  savings  bsnks  ware  on  out-of-stata  propartlaa 
wblcb  were  not  covscsd  by  tba  Itow  Tork  usury  law.  Thla  altuatlon 
pro^tad  ona  obaarver  to  conclnda  tbat  Haw  Tork'a  wutual  sarlnga  banks 
had  affcctlvaly  radlinad  tba  antlra  atata  bacauaa  of  Its  rcatrlctlvs 
usury  calling.^' 

In  tba  long  rwn,  atata  dlffamtlals  in  usury  callings  say  svan 
af fact  tba  location  daclalona  of  aoppliara  of  cradit  and  of 
credit-sensitive  acononic  actlvltlaa.  For  asaspla.  In  Mirkad  contrast 
to  other  atataa.  there  are  no  conaaBor  finance  conpanlea  located  In 
Arksnaas,  lAich  baa  a  coaprsbenalva  10-pcrcant  uaury  celling.  And  tbat 
atata  baa  a  wncb  larger  noAer  of  pawn  brokers  than  Illlnoie,  Hlaconsln, 
or  Louisiana.  In  addition,  a  surrsy  of  Bercbanta  In  the  adjacent  cltlae 
at   Tazarkana,  Tazea  and  Tazarkana,  Arkaneea  (11  revealed  tbat  the  Texae 
Bide  of  the  border  bad  a  wucb  larger  Du^er  of  autcaoblle.  fumlCura. 
and  appliance  dealers  than  the  Arkansas  side.  Pnrtheraote,  84  percent 
of  the  ■srchants  Intarrlswed  indtcsted  tbst  Arkanaas'  naury  calling  was 
an  laportant  tactor  in  tbatr  preferring  a  location  en  tba  Texas  aide  of 
tba  border. 
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lae«nt  dcdalona  tnvolvlBi  ^b*  credit  card  opamttova  o(  aavacal 
■■Jor  co^NEclaL  banka  fnrttwr  lllnatrata  tba  locatlonal  Ineantlvaa  ot 
dlfferancaa  In  atata  naary  rcgulatlona.    Id  ald-lSSI  Citibank  of  ■■■ 
Tork  betan  novlng  Ita  natlonvlda  cradlt  card  oparatlon*  to  SiMtb  Dakota. 
Tbla  ■or*  vaa  undertakan.  In  paic,  bacauaa  of  tba  thara-to-foia  fallnra 
of  tha  Hew  Tork  laslalaturo  to  rata*. Ita  reatrlctlTe  uaur;  calllas  and 
bocauta  of  tba  abaanca  of  a  llalt  on  conaiaar  loan  rataa  in  Sootb 
Dakota.  Whan  the  Bore  la  conplete  Citibank  la  ei^ected  to  a^loj  about 
2,000  people  at  Ita  Slouz  Falla,  South  Dakota  facility. ^^  In  tba  faU 
of  t9Bl  Flrat  National  Bank  of  Maiyland  and  Pbiladalpbia  latlonal  Baak 
announced  deciaiona  to  aatabllah  facllltiea  In  Delaware  to  handle 
conauer  lending  operationa.  Tbeae  deciaiona  likawlaa  were  eCCribated 
to  TeatTlctlve  naury  ceilinsa  in  Che  hoaa  atataa  and  to  tba  recent 
Teaoval  of  llalta  in  Delaware.    Finally,  a  loveafaer  19BI  announceamt 
by  First  Hational  Bank  of  Chicago  of  Ita  intention  to  acqulra  tba  credit 
card  portfolio  of  Hew  Tork' a  Banketa  Truat  waa  alao  influaacad  by  atate 
uaury  cciltnta.  Aa  a  reeult  of  the  Septe^ier  1981  clialnatlon  of 
conamar  loan  rate  celllBga  in  Illinois,  Firat  Chicago  can  BDyn 
procesBlng  of  the  new  credit  card  accounta  to  its  Elgin,  Illinoie  office 
without  their  being  subject  to  Interest  rate  llaita. 
The  Hscroeconomic  I^iacta  of  Uaury  Cellinga 

When  usury  ceilings  affect  a  atata's  attracclveneas  aa  s  site  foi 
doing  business  and  foi  naking  loana,  they  nay  alao  affect  activity  in 
tba  credit -sensitive  aectora  of  the  stata'a  acono^.  For  axaaple,  wbaa 
Icndera  are  leaa  willing  to  extend  aortgsgc  credit  in  a  particnlar 
atate,  tba  entire  boM-buildlng  Industry  in  the  state  will  suffer. 
Oatas  and  Robina,  in  atudiea  cited  earlier,  found  that  blading  usury 
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calllnsB  ratfuc*  tbt  nodMr  of  boaalm  atait*  o>  bMialng  p«i^t»  laMcd, 
preBuaably  becauaa  thay  raduea  ■orcgaga  arallablltty.  Tha  Haw  Tock 
State  Banking  Dapartaaot  found  that  tba  mi^ar  of  building  patalta  for 
onc-faaiLj  boaaaa  laauad  In  Rav  Toik  daring  Cba  lata  1960a  and  aacly 
1970a  lagged  InccesBlngly  further  babind  tha  mnbera  iaauad  tn  14  states 
vlch  leaa  rasttlctlTa  Tegnlation  of  aortgaga  landing  tacaa.  The  atud; 
concluded  that  lev  Tork'a  restrictive  usury  celling  vas  a  contributing 
factor  In  the  depreasad  condition  of  the  housing  sarket  In  tbs  state. 
SlatlarlT.  raatrlctlva  uaury  laws  on  autoBoblle  loana  and  other 
fotas  of  consuaer  credit  could  affect  the  level  of  cooauaer  purchaaea 
and  retail  trade.  Somit   evidence  coaea  froa  the  auivey  of  Berchants  In 
Taxarfcans,  Arksnsaa,  and  Texarfcana,  Texas  (1).  This  survey  revealed 
that,  00  averege,  approxlBstely  38  percent  of  credit  sales  aaong 
•erchanti  on  the  Texea  side  of  the  border  were  to  cuatoBcrs  fro* 
Arksnsss.  Tba  study's  authors  attributed  this  aubstsnttsl  aaount  of 
out-of-ststa  ahopplng  to  tha  coaprehenBlve  10-percent  usury  cclliog  in 
Atksnsas,  and  thay  concluded  that  It  "repreaents  a  loss  of  business  and 
Jobs  by  ArkaDBas-based  ratalleia  and  tax  Tevenuaa  to  atate  and  local 

To  the  extent  that  a  state's  economy  depeoda  on  credit -financed 
puTchases,  state  c^loyasnt,  Incoas,  sad  expenditures  aay  all  be 
affected  by  usury  ceilings  vblch  teetrict  credit.  As  the  effects  of 
reduced  credit  availability  work  thaaaelvea  through  the  various  aectors. 
a  binding  usury  celling  Is  likely  to  have  o  gsnersl,  depressive  effect 
on  the  entire  state  econo^.  A  study  by  Richard  Gustely  and  Barry  L. 
Johnson,  described  by  Harold  Vstban  [14]i  vsed  an  econoBctrlc  nodel  of 
Tenncaaee  to  exa>lna  the  iHpact  of  that  state'a  conptehenalve  lO-percent 
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uiury  Mlllnf.  Tlw  autliaiB  capoitadly  fonnd  that  T«Ba«aa«a'a 
gimt   faster  than  the  national  •conoa;  axccpt  at  tba  tiaaa  wbaa  aarkat 
lotareat  rates  azcaeded  tha  atata  umutj   calling,  nay  alao  aatlaatad 
that  betwaen  1974  and  1976  the  atate  loat  an  aTaraga  of  flSO  Billloa  pai 
year  in  output,  7,000  per  yaar  In  e^iloyBant,  and  $80  allllon  par  yaat 
In  latall  aalas  due  to  the  oaniy  ratnlation.  Thua,  ratbat  than 
atlBilatlng  a  state's  ecoooBy  by  keeping  interest  latea  do«n  and 
ancoutaglng  InvasCaanC,  binding  uaury  ealllnga  say  da^an  tha  acono^  by 
driving  InvestBsnt  and  azpandlturea  to  atatea  vfalch  offer  lesa 
restrictive  usury  ceilings  snd  thus  aore  sttractlve  earning  or  conanaliig 
opportuDltlaa. 

V.  Dsury  Callings  and  Coapetltlon 

As  tha  foregoing  discussion  has  shown,  usury  ceilings  bava  aany 
■ore  conaaquencas  than  aiaply  holding  a  lid  on  Interest  rates.  Ths 
sddlClonal  consequeoces  Miy  even  be  sufficiently  sdTcrSs  to  outvelgb  tbt 
benefit  to  borrcners  of  belot^-aarket  Intaiest  rates.  Boverar, 
avsluatlon  of  uaury  Isws  Is  not  co^lsts  without  also  consldarlng  tha 
coDBequences  of  not  having  usury  ceilings. 

A  coiBonly  besrd  stguaent  la  that  without  usury  lawa,  borrowers 
would  be  forced  to  pay  exorbitant  interest  rates,  or  at  least  rates  that 
were  unreasonable  In  relation  to  the  cost  of  supplying  credit.  The 
besls  for  this  clsla  sceas  to  be  a  general  feeling  that  lenders  have 
azcesslve  Bsrkst  power  and  thus  In  the  absence  of  regulation  they  would 
be  able  to  charge  vlrtuslly  whstever  pries  they  desire.    According  to 
econonlc  theory,  it  is  coapeCition  which  ensures  that  landara  are  not 
able  to  exerciae  such  power  over  pricing  and  to  earn  Bora  than  a  nonal 
return.  The  price  of  a  good  eaCablished  under  co^atitlva  aarkat 
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condltloBa'IktU  r«tl«ct  supplisrs'  coat*  of  providing  tlie  glvan  MMunt 
of  tb*  Bood.  To  be  auTs,  r«*ovlng,«  uaury  celling  vhlch  had  been 
binding  will  leaalt  In  higher  totereat  racaa.  Bomvar,  if  credit 
■arketa  »n   coapacitiva,  than  the  Mrket  rate  of  intcreet  will  ba 
conalatent  vlth  lendera'  coat  of  providing  credit.   It  la  when 
cmpetitlon  la  abaent  that  conausera  are  apt  to  face  unraaaonabla 
interest  tatea.  Thua,  the  conaequencca  of  not  having  uaury  cellinge 
depend  laportantly  on  the  co^etitlva  ataCua  of  credit  Baiketa. 

There  are  aavaral  reeaona  to  auppoee  Chat  D.S.  credit  aaiketa  are 
fairly  co^acltlve.  A  wlda  variety  of  typee  of  Inatitutlona  sake  up  the 
aupply  aide  of  the  credit  Barkec.  Bank*,  finance  co^anles,  credit 
unions,  thrift  Inatitutlona,  and  retailera  all  provide  credit  to  the 
public,  and  frequently  theaa  inatitutlona  of far  credit  in  cloacly 
anbatitutable  foraa.  ?or  euaple,  peraonal  loens  are  available  through 
banksi  bank  credit  cards,  finance  conpanlea.  credit  uniona,  and  aoae 
thrifts.  Autoaobile  loans  are  offered  by  dealers,  aany  tfartfta,  banks, 
credit  unions,  and  finance  coapanles.  Today  the  conauaer  credit  field 
la  feeling  the  influx  of  new  Cypea  of  institutions  and  nan  services 
being  offered  by  traditional  financial  inatitutlona.  Moreover,  In  Many 
placea  conaoaeta  can  choose  anong  severel  lenders  of  any  partlcalar 
Institutional  type, 

Bowevsr,  coapetltion  in  credit  aarketa  Bay  be  havered  by  tbe  fact 
that  lending  Inatitutlona  have  becoae  speclallied  according  to  the  typea 
of  credit  they  offer  and/or  the  typea  of  borrowers  they  serve.  In  tbe 
area  of  persoaal  i  iiaaiwar  credit,  for  sxaaple,  baoka  and  other 
depoaltoxy  laatltuti«a«  pElaarlly  effei  cash  credit  te  lower  risk 
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■  tilitla  finance  coapanlsB  spaclBlit*  In  acrvldng  higher  risk 


Tliua,  tlia  qiMBtloD  of  whccbtr  credit  ■•ikets  are  aufficientLr 
coapetlctve  Co  protect  coDauBera  froa  unrcasonablt  Interttt  chargei  li 
on*  which  Bust  be  answered  eapillcally.  Unfortunately,  this  Is 
difficult  to  do.  Evidence  on  the  ektent  of  eoBpetltlon  Is  scanty, 
coafwaing,  and  doea  not  provide  a  definitive  answer  to  the  question. 

One  way  In  which  to  exaalne  coapetltlve  pressures  Is  to  study  bn 
Interest  rates  vary  anong  states  with  different  usury  ceilings.  If 
■arket  ratea  are  predoslnantly  national,  then  actual  Interest  ratea 
eonaiatently  at  the  ma»lmu«  permitted  by  stats  usury  Isw.  rsgardless  of 


how  high  or  low  each  celling  la,  aay  Indicate  that  li 
without  coapetltlvs  pressure  fros  tbs  aarkat.  H 
below  ceilings  In  soMe  high-ceillng  states  could  Ind: 
•re  subject  to  price  coapctitlon.    Two  studies 
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in  low  ceiling  states  not  all  banks  charged  rates  at  the  celling;  aoae 
charged  below  the  legal  lialt  (and  soac  even  charged  above  the  ceiling). 
Furtheraore,  in  the  group  of  high-celllng  states,  average  rates  on 
secured  loans  and  on  all  but  the  anallsst  unsecured  loans  were  equal  to 
or  below  the  rates  In  states  with  Boderate  rate  ceilings.  Even  for 
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•■•11  unsecured  loans  (!••■  th«n  $300) ,  tbe  •¥•!•§■  r^ta  clurged  Id 
hlgh-ctlling  statea  wa>  only  .15  paiceot  abovs  th*  rata  Id  tha  Bodar^tc 
calling  Btataa.  Tbcac  rcsulta  ace  coo^l^teot  with  •  notion  tb«t  pric« 
cOBpcCition  is  practiced  in  tha  bank  petaonal  loan  aarkat. 

Tba  Rapoic  of  th«  National  CoMdaalon  on  CoosuBer  ?inanca  [15]  also 
coasted  observed  intcrcat  rate*  and  state  rata  cailinga.  The 
CraBlsaion  conducted  a  SO-state  survey  in  the  second  quarter  of  1971 
concerning  three  types  of  consuaer  landing — $3,000  new  car  loans  by 
co^BCTclal  banka,  $L,000  unsecured  loans  by  banks,  and  personal 
InBtallBent  loans  by  finance  coapanles.  For  bank  auto  loans,  the 
average  observed  rates  of  charge  In  the  50  states  clustered  around  10 
percent;  acatc  rate  csilings,  on  the  other  band,  ranged  fro*  B  percsnt 
to  as  high  as  24.85  percent.  Even  in  the  six  atatea  which  had  no  usury 
ceilings,  average  observed  auto  loan  rates  wsre  still  in  the  saac 
general  range — 9.2  percent  to  10.7  percent.  For  unsecured  bank  loans, 
the  Coa>l««ion  found  average  observed  rates  to  be  higher  Chan  tha 
secured  auto  loan*,  as  alght  be  expected  fro*  their  greater  riak.  Rates 
on  theae  loans  also  showed  aore  Interstate  variation,  ranging  between  12 
percent  and  16  percent.  In  no  stats,  however,  was  the  average  observed 
rate  above  16  percent,  although  6  state*  had  no  legal  ceiling  and  the 
liaits  were  aa  high  as  28  percent  aaong  states  with  ceilings.  States 
with  liaits  below  12  percent  tended  to  have  actual  average  rates  very 
close  to  the  legal  liaits,  suggesting  that  these  ceilings  were 
effectively  iMplnging  on  the  aarket  rate.   (Interestingly ,  five  statea 
had  average  rates  on  unsecured  loans  which  were  above  tbe  legal  llsdt, 
and  the  liaits  In  these  states  wsre  all  about  12  percent  or  less.) 
ThuB,  in  both  the  auto  loan  aarket  and  the  personal  loan  aarket  at 
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baaks,  tbar*  «pp«ar*  to  be  aoaa  pi*««uia  holding  Intsrast  charBB*  balov 
■  cartatn  ll«lc  regardl***  of  the  uiniy  celling. 

The  Coaalsilon'a  findings  on  finance  coapany  loana  contcaacad  vitb 
Ita  flndlnga  on  bank  loan  ratea.  In  tbc  finance  cOBpany  loan  aacket, 
!.'>>•  CoMilselMi  noced  a  auch  cloaei  correspondence  batman  observed  ratea 
and  the  atate  usury  ceilings,  hovaveT  high  or  low  the  ceilings  vara. 
Tha  Co^ilaalon  reported  that  In  42  stataa  at  least  80  pareent  of  the 
rueh  loans  Made  by  conauaer  finance  coapanles  fell  within  ID  percent  or 
lesa  of  the  state  usury  celling.  The  Report  ef^hasiEed  that  even  here 
not  ell  loans  were  Made  et  the  aaxlMia  allowable  ratea.  Neverthelees, 
finance  coapanlcs  appear  aore  ready  than  banka  to  charge  the  hlgheat 
rata  allowed. 

Another  way  to  gauge  co^stltlvc  pressures  Is  to  esaalns  the 
Influence  that  different  types  of  lending  Institutions  havs  on  each 
othar'a  behavior.  Salth  [22]  looked  at  the  effect  which  the  preaance  of 
finance  coapanlss  has  on  co^Htclal  bank  lending.  Be  reported  that  the 
nuMbsr  of  finance  co^anles  locecsd  within  100  aqnare  allea  of  a 
coaaerclal  bank  had  a  negative  effect  on  tha  bank's  average  Interest 
cherge.  Also,  he  found  that  banka  had  larger  averega  loan  etses,  fewer 
loans,  anil  a  Baaller  percentage  of  unsecured  loans  the  greater  the 
nuaber  of  flnence  co^anlea.  Salth  concluded  that  all  of  these 
relationships  point  to  "considerable  Interaction  between  finance 
coapanles  and  banka  deapltc  tha  difference  In  tha  Barkats  thay  aarve" 
(p.  S24) .  This  conclualon  oust  be  looked  st  with  sobs  clrciBspactlon, 
howavcr,  because  of  discrepancies  between  Salth's  text  and  hla 
accoiqianylng  Table  3  and  becnuae  of  obvloua  printing  errors  In  the 
teble.  Further  clouding  the  Issus  of  the  extent  of  InterlostltMlonal 
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cdvatltlMi  U  a  Ucbnlcal  mtvAf   lor  tha  Rational  CwlMlcm  on  Cnnwar 
rinanca  by  Douglas  Graar  15].  Graar  analyiad  coiralaCiona  baCwaan 
floanee  coapany  ratas  and  rata*  charsad  iij   bank*  and  alao  ran 
ragresBlona  to  explain  loan  ratca  and  cradle  anppllaa  In  each  aeinant  of 
Che  narkac.  According  to  Ctaar,  bla  data  do  not  aupperc  a  (Irn 
CDoclualon  of  vlgoroas  conpatltion  batman  financa  co^anlas  and 
coiMcrclal  bank*. 

It  la  l^maalbla  fron  the  nldmce  cited  bar*  to  drw  an  overall, 
definitive  conclualon  about  the  extent  of  co^atltlon  in  credit  narkata. 
Tbc  atudles  deicrlbed  bare  aaggeat  that  conpatltlva  behavior  na;  vary 
conaldeiably  aaong  different  BagnantB  of  tha  cradle  narkat.  Satea  on 
finance  eomfuaj   paraonal  loanai  for  axanple,  appear  to  be  eet  leaa 
coBpetitlvely  than  rates  on  auto  loana  or  pareonal  loan*  extended  by 
banks.  Mnreover,  It  la  unclear  how  nuch  coapatltlva  preaaure  landers  In 
one  Institutional  aslant  of  tbs  narfcet  exert  on  landers  of  other 
iDBtltutlanal  types.  Another  factor  which  nakas  an  overall  assesaasnt 
of  eoMpatltlon  difficult  scsas  fron  the  grant  differences  In  local 
Market  conditions.  Lending  Inatltutlons  located  in  urban  araaa  aay  fac* 
■uch  greater  coapetltlve  preasuras  than  lendera  In  ansllar  cities  or 

Ufaat  can  bs  stated  definitively,  bowaver,  is  that  fron  the  point  of 
vlev  of  protecting  borrowers  fron  unreasonable  Interest  chargaa, 
co^ctltion  Is  desirable,  end  the  nore  the  better.  To  the  extent  tbat 
coapatitive  preeanrea  arlae  fron  the  presence  end  reedy  entry  of  nray 
flrtw  into  the  narket,  conaiaera  ar*  best  served  by  policiea  «falch 
foster  tbaae  conditlona  In  cradle  narkata. 
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Thai*  Is  tcmt   •vldenc*  that  usury  calllnga,  lacbar  thma   foaCarlos 

tbcse  conditions,  tend  to  lastrlct  co^>*tlcloii  In  soaa  parts  of  tha 
credit  aarket.  The  Rational  CoHilasioa  oa  Coobubbi  Cradlt  (KCF)  found, 
for  mKatflt,    ■  Stronx  Invcraa  lelatlonslilp  batitecn  finance  co^any 
concaatratloD  ratios  la  tbe  personal  loan  asrkst  Bod  tbe  average  level 
of  legal  rate  ceilings  on  personal  loans.   (Blgber  concentration  ratios 
are  usually  associsCed  with  lower  levels  of  covpatitlon.)  ThB 
relstlODSbip  was  even  ationier  aaong  only  low-ceiling  states.  This 
finding  that  lending  flras  tend  to  be  Borc  highly  concentrated  tbe  lower 


I  to  several  factors.  Flcst, 
IS  out  of  the  narkati  thnrsby 
In  addition,  low  usury  ceilings 
llcult  for  naw  fins 


arc  state  rate  ceilings  can  be  attrlbul 
low  usury  ceillnga  drlvs  Inefficient  fl 
Increasing  concentration,  (6,  p.  13771 
crsate  barriers  to  entry  Bsking  it  dif. 
during  tbe  start-up  phase  [15,  p.  137} 

Bate  ceilings  have  been  iapllcatad  for  restricting  coapetltlon  in 
various  other  vaya.  The  HCCy  argued  that  different  rate  celllnga  for 
0  artificially  sagMnt  tbe  Barfcat  and  raatrtct 
tnt  types  of  conaiaer  lenders  |15,  p.  147]. 
>ften  set  at  different  levels  for  certain 
glng  then  to  specialise  in  servicing  borrowers  of 
B  and  affectively  segBanting  tba  aarkat  [5,  p. 
Ity  with  usury  ceilings,  according  to  Shay,  la  that 
ncentlve  for  tacit  collusion  SMong  sa«e  lenders. 
r  convenient  focal  points  for  setting  rata*  higher 
than  they  Bight  othervlae  be  set  [21,  p.  407).  (In  short,  tlte  rate 
ceiling  could  becoBs  a  floot.)  Finally,  the  Treasury  DepartBsat's 
Intersgency  Tssk  Force  on  Thrift  Institutions  (23]  recently  argued  that 
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vaiy  low  nsalT  caillnga  dlacouraga  thrift  Inatltutlcmm  froa  acquiring 
eonauBsl  loans  In  tlicli  portfolloa  and  tram   actively  coBpatlng  with 
flnanca  coapanlaa  by  offarlng  conauBcr  loans. 

If  thaaa  argiiinra  are  CtiMi  than  credit  Barketa  may   actually 
bacoaa  Boxa  coBpatltlva  with  the  leaoval  ot  easing  of  uaniy  celllnge. 
Lenders  wsy  face  maxu   Inter  Institutional  coapetltlon  and  conauaer 
lending  may   be  seen  sa  a  note  feaelble  and  attractive  line  of  bualncaa, 
enhancing  the  noaker  of  ftraa  In  the  narket. 

CoBpetltlve  preaanrea  are  also  foatered  by  the  eilatence  of  ■  group 
of  knowledgeable  borrowera.  Hhen  conauacra  are  not  awere  of  the  narket, 
when  they  do  not  know  ot  cenoot  coapare  retea  being  offered  by  various 
lendera>  each  lender  haa  norc  acope  to  charge  whatever  rate  he  chooses. 
ThuB,  the  extent  to  which  the  narket  places  natural  eoascralnts  on 
Interest  rates  (In  lieu  of  the  eztemel  constraints  of  usury  celllnge) 
depends.  In  part,  on  the  level  of  borrowers'  ewsreness.  A  1969  survey 
of  conauaer  credit  awareneaa  aponaored  by  the  Federal  Reserve  Boerd 
fomid  borrowers  were  relstlvely  poorly  Inforaed  ebout  enousl  percentage 
retSB.  Only  IS  percent  of  the  credit  users  In  that  eurvey  vers 
clssslflsd  as  swsre  of  Cha  annual  percentage  rstee  on  closed-end  credit, 
Awnrenees  levele  were  higher  on  retail  revolving  credit  (35  percent)  and 
hank  credit  cards  (ZT  percent).  Hc«  do  these  results  telste  to  the 
price  coapetitlvetMes  of  credit  Barketet  As  the  Hatloosl  Co^daaion  on 
Conaunar  Finance  pointed  out  "Hot  sll  consuaers  need  be  awere  of  the  APR 
(annual  percentege  rata]  or  shop  for  credit  to  bring  about  effective 
price  coapetltlon.  A  significant  anrglnal  group  of  conauaera  who  are 
mare  and  do  shop  is  sufficient  to  'police'  the  aarUt"  [IS,  p.  17S]. 
It  ts  difficult  to  aay  exactly  what  the  site  of  that  group  needs  to  be. 
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but  ttM  C«)m1««1oii  •MUUtad  that,  on*  third  to  one  half  »f  Cha  honomnm 
ia  cartalnljr  aof f Iclent .  ty   this  crltarloa,  conauaara  did  not  azart 
vary  affectlva  praasnrc  on  lander*  In  1969. 

HowaraT,  tha  1969  aurvcy  «■*  conducted  bafore  paaaage  of  tadaral 
;  conauBsr  proCactlon  legislation  in  the  19T0a  and  before  tb* 
Tnth-ln-Landlng  Act  (Tlcla  1  of  the  1968  Coneuaer  Credit  rroeacclon 
Act)  could  bava  had  anj  lapact.  Two  vote  surveys  usIhb  the  saae 
crttaila  to  claaslfir  conauBera  by  awarenaaa  levels  were  undertaken 
during  the  1970s — one  In  1970,  IS  aontha  after  passage  of  tha 
Truth- tn-Land log  Act,  and  another  In  1977.  A  Fadaral  Rasaiva  Board 
coBperiaon  [4)  of  tbe  results  of  these  later  aurvays  with  the  aarllar 
1969  survey  show*  a  scaady  Inctaasa 
levels  on  closad-aad  credit  cllabed 
percent  In  1977.  By  1977  consuMt  i 
on  ratsll  revolving  credit  end  bank 
71  percent  raspsctlvsly.  Data  fro* 

rigorous  soalysls  of  tha  reasons  for  the  substsotlal  increase  la 
borrowers'  knowledge  of  the  aarket.  Havertheleas  It  seea*  rsasonabla 
attribute  et  least  soBa  of  the  l^iroveaent  to  the  conauaer  protection 
legislation  enacted  In  the  past  decade.  The  auggastcd  lapact  of  auch 
legislation  on  ia^ravlng  the  enviTon»cnt  for  price  coaipatltlon  In  tb* 
credit  Barkat.  In  turn,  indicates  tbst  th*r«  *xi*t  •tf*ctiv* 
alternatives  to  usury  celllnga  to  aneure  conauwra  of  raasoMbl* 
tntaraat  chargee.  Legialatlon,  such  aa  Tmth-in-LandlDg  and  state 
diadoBure  laws,  lAlch  does  not  Intsrfar*  directly  with  Individual 
■ackct  daelaloa*  can  still  provide  protection  to  con subs rs  ftoB 
antlcoBpatltlva  credit  pricing  practices. 


3S  percent  In  1970  and  to  55 
rarenesa  of  annnal  percsntags  rates 
:redtt  cards  stood  at  65  percent  and 
;hess  three  aurvaya  do  not  pamlt 


,db,Googlc 


T.  Policy  Options 

The  weight  of  Cha  economic  •vldmc*  on  usury  callings  («n«rall7 
supports  th«  currsot  leglslaciva  tiand  toward  relaxation  or  allalnatlon 
of  lotsrcst  rst«  controls.  Usury  ceilings  ccsate  •  variety  of 
allocstlve  and  distributlva  probleaa  which  adversely  affect  borrowers  aa 
well  aa  landers.  Purtbersore,  It  Is  not  even  clear  chat  ceillnBB 
effectively  constrain  the  price  of  credit.  If  one  conaldeca  the  total 
overall  coat  of  borrowing  and  not  Just  the  explicit  Interest  or  finance 

There  are  aeveral  ways  to  design  policlea  to  deregulate  Intereat 
rates  in  order  to  eaae  the  adverse  econoalc  iapacts  of  uaury  cellinga. 
One  la  to  raise,  but  not  eliainate  ceilings,  when  they  begin  to  have 
reatrlctlve  effects  on  credit  availability  and  econoslc  activity.  Thla 
spprosch  preserves  statutory  interest  rate  lialta  and  whatever 
protection  they  do  afford  consuBers  froa  outrsgeously  high  Interest 
charges.  But  its  effectiveness  depends  on  the  sbllity  of  state 
leglslaturee  to  act  with  appropriate  deliberation  and  tlnelineBs  to 
raise  uaury  llMlts  In  response  to  increaaes  in  aarkat  rates. 

A  second  spprosch,  floating  ceilings,  avolda  this  ptoblea  and 
preaerves  the  protection  afforded  by  atatutory  lialts.  Dnder  this 
spprosch.  usury  ceiling  lialts  automBtically  adjust  at  frequent 
tnCervala  Co  changes  In  other  interest  rstes.  Such  floating  ceilings 
are  usually  set  at  a  stipulsted  nuaber  of  percentage  points  sbove  other 
specified  aarkeC  interest  rates — such  ss  Iressury  bill  yields  or  the 
Pedsrsl  Reserve  discount  rste — over  which  neither  borrowers  nor  lenders 
have  control.  The  difficulty  with  flostlng  ceilings  la  the  choice  of  an 
appropriaCa  tla-in  foraula  which  will  keep  the  calling  froa  flinging  on 
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tha  BBtlMt  eat*  tor  a  parclcnlac  typ*  of  cradlt.  In  a  1979  abt^j  of 
floating  caillDga  in  ttaa  «octgag«  ■arkac,  tba  Fadaial  taaarra  Baafc  of 
St.  Louts  [11]  condndad  chat  catling  rataa  aaC  2.5  parcantaga  potnta 
abov«  yialda  on  tan-yaar  U.S.  tiaaaury  bonda  or  S  parcantaga  poinca 
abova  tha  dtaeounc  rata  waTa  high  anoiigh  not  to  diatorc  tba  flcnr  of 
ctadit  to  houaing.  Othar  floating  rata  aehMMa,  howaveTi  contlmwd  Co 
bind  aortgag*  rata*  and  iapada  houaing  activity. 

Finally,  oaury  cailinga  could  ba  aliMinatad.  Illinoiai  Raw  Tork. 
and  BBior  ochar  atacaa  have  cecantly  llfCad  thair  cailinga  on  aoat  or  all 
foraa  of  eooauaat  and  conBacclal  ciadtt.  In  addition,  tha  1980  Hmiatary 
Control  Act  taapoTarlly  ptaaaptad  atata  llalta  on  nortgaga  loana  and  on 
larga  bualnaaa  and  agricultural  loana.  Tha  aaaa  act  alao  ovarroda  atata 
intaraat  cailinga  on  loana  by  national  and  atata  banka.  SALSi  and  ctadit 
unlona  when  tha  atata  calling  la  balov  tba  local  Fedacal  Baaarva 
diacounC  rata  plua  I  percent.  Ptoposala  to  axtand  fadaral  praanptlon  to 
Include  conauaar  credit  were  caosldared  during  tba  1991  Congraaaional 
aaaaion.  (A  Senate  varaion  waa  introduced  by  Senator  Lugar  and 
Incorporated  In  3.  1720  by  Senator  Gant;  Houaa  veraiona  ware  aponaored 
by  Bepraaentativas  John  La  Falce  and  Bill  Alexander.)  It  i*  aspactad 
that  aoae  action  will  be  taluo  on  eiailar  propoaale  during  the  upcoaing 
aeeeion  a*  part  of  leglalatlon  Co  reatructure  tha  entire  financial 
regvlatory  ayatan. 

Tha  wtnm  by  tha  fadaral  govamaant  to  daragulata  atata  usuty 
cailinga  ralaaa  an  iaportant  and  difficult  isaue.  Fro*  an  eeoaoaic 
point  of  view  tbare  ia  a  dear  benefit  to  ba  gained  froa  such  fadaral 
action.  It  would  iapoae  unifoiaity  on  ctadit  aarketa,  elialaatlog 
leglalativaly  created  differentiala  in  intereet  ratea  which  artificially 
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distort  credit  flow*  aaong  atatc*.  Tha  •<■■  bmcflta  of  unlfota 
treatHDt  could  be  Bchleved,  of  course,  vhathar  tha  federal  govemaent 
ovarroda  aCata  cetllngB  bj  apedfylng  Ita  own  fixed  or  floating  Intaraat 
rata  limit*  ot  bj  ellaiutlnt  calllnga  altogathar.  However,  this 
benefit  naeda  to  be  weighed  against  the  political  lapllcaClons  ot  tba 
federal  govemaent  stepping  Into  ao  area  which  has  traditionally  been 
under  Che  Jurladictlon  of  the  stacea.  Econoalc  analysla  alone  does  not 
permit  one  to  say  whether  deregulation  of  gaury  ceilings  ahould  be  left 
to  Individual  stetca  or  whether  It  la  best  accompllahed  by  federal 
preemption. 
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we  ua*  the  teia  usury  laws  generally  to  include  coaprebcnslvc 
uaury  !■»•  «■  well  ■•  any  ether  statutes  which  eacabliah  — »1»» 
iDteteat  rates  or  finance  charges  on  specific  credit  transacttoaa . 

What  has  happened  in  many  states  over  the  last  decade  i*  that 
for  various  ecouoalc  reasons  aarket  interest  ratea  have  rlaan  above 
HhsC  were  initially  nonblndlng  statutory  ceilings.  Whil*  the 
ceilings  alweys  existed,  only  recently  have  they  begun  to  Inpinge 
on  the  Bsrkec. 

A  binding  celling  would  not  Icsd  to  reductions  in  credit 
supply  If  the  supply  curve  were  perfectly  inelastic.  That  la,  if 
supply  were  compleceiy  insensitive  tO  price  (interest  rates),  then 
Impoaltlon  of  a   celling  would  lower  the  interest  rates  charged 
COnauaerB  withouc  reducing  the  quantity  oC  credit  lenders  made 
available.   See  Van  Home,  124]  p.  220).   It  Is  quite  unrealistic, 
however,  to  suppose  that  credit  supply  does  not  respond  at  all  to 


Aaong  the  independent  variables  Included  In  these  regreaslona 
were  bank  reserves  and  the  rate  on  federal  funds.   Bank  reserves 
were  added  to  control  for  the  fact  thet  loan  growth  would  be 
expected  to  fall  -during  periods  of  high  Interest  rates  If  banks  are 
losing  deposits   The  federal  funds  rate  waa  intended  to  control 
for  the  fact  that  higher  interest  rates  present  banks  with  higher 
coats  of  purchased  funds  or  with  greater  returna  to  nonloan  assets. 
For  both  reasons   loan  voluBC  would  be  expected  to  fall  as  Barltac 

The  exceptions  were  loaoa  to  nondurable  and  durable 
manufacturing,  and  loans  to  service  Industries.   Keleher  speculates 
that  these  loans  were  not  adversely  effected  by  tbe  celling  because 
of  previous  conDltmenta,  strong  custoaer  relationships,  and 
nonprlce  rationing. 


protecting  all  borrows: 
percent,  since  the  int< 
between  B.i   and  10. S 

^Ostaa  estimatec 
apread  to  be  19  perct 
observable  interest  i 
■ortgsges)  to  • 
Oataa  developed  i 


ndlcates  that  the  celling  did  not  succeed  in 
from  mortgage  financing  rate*  above  8 
at  rate  on  FRA-inaured  loans  ranged 
ent  during  this  period. 

maximum  impact  for  a  one  percentage  point 

Other  atudles  utlllied  an  alternative, 

e  (such  as  the  secondary  market  yield  on  FHA 

he  spread  between  ceilings  and  aarket  racasi 

of  the  equillbrlun  aarket  aartgage  rate 
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Despite  finding  this  lapict  on  the  nualier  of  loana  extended, 
hovever,  McHult;  did  not  find  that  Gcorsla's  celling  had  a 
•ignlflcanc  iapact  on  houalng  construction.  HcHuIt;  believed  this 
vaa  btcauae  Georgia's  celling  wai  only  Bodeiately,  and  briefly, 
restrictive  during  the  period  under  atudy. 


10, 


f  the  average  slie  of  each  loan  were  to  rise  irtiile  Che 

if  loans  falls,  the  uaury  celling  ■Ighi  not  affect  cba  total 

'oluBe  of  losna  extended. 


Peterson  dlatinpilahed  cash  credit  froa  non-cash  or 
point-of-sale  credit.  The  foraer  la  in  ttie  form  of  direct  loana 
while  the  latter  is  credit  obtained  froa  dealers  at  the 
point-of-sale  or  on  credit  card*. 

^Ibla   situation  la  slBllBr  to  that  found  in  the  Federal 
Reserve  study  of  the  aortgsge  aarket  in  Hinnssota.  In  both  caaes 
the  binding  nfiury  celling  filtered  the  six  of  loans  in  favor  of 
those  on  which  lenders  could  better  protect  their  revenues. 


1  loan  slEes  also  increaaea  the  rats  of 
return.    By  extending  credit  on  fewer  but  larger  transscClons, 
lender*  reduce  their  adnlnialrative  costs  per  dollar  of  credit 
extended.   Thin  la  because  coHts  generally  do  not  Increaae 
proportionately  with  Increases  In  the  aaount  of  individual  loana. 


Fhaup  and  Blnton  also  found  a  aucb  larger  i>pact  of  usury 
CellingE  on  new  Borcgage  lending  than  Osces  Soblns  or  HcHulty. 
They  found  a  one  percentage  liolnt  Increase  in  the  lurket-celllng 
apread  was  associated  with  a  31  to  3B  percent  decline  in  nev 
BMrCgsge*.  They  attributed  the  difference  in  magnitude  to  Che 
severity  of  Hew  York's  ceiling  as  well  as  to  differences  in  tbs 
data  and  aodel. 

Tbeae  apacial  scatute*  originated  in  the  1910s  and  19208 
because  legal  coamercial  lenders  could  not  afford  to  sake  the  Bora 
coatly  consuBer  loana  ac  racea  under  Che  contract  rate  celling 
(which  still  In  Bsny  states  Is  In  the  8  to  10  percent  range).   Much 
of  the  consuBsr  deaand  for  credit  In  Che  late  19th  and  early  20th 
centuries  vent  to  illegal  loan  sharks.  To  reaedy  this  situation, 
states  authorized  the  organlsatioo  of  conauaar  credit  organisations 
under  special  higher  ceilings  above  the  usury  Halts  but  belov  loan 
•hark  rates.   See  KoEs  [13]  pp.  9-22. 

Sales  or  retail  credit.  In  psrclcular,  has  been  treated 
differently  froa  other  types  of  credit.  According  Co  the  courta, 
credit  sales  are  not  to  be  regarded  aa  the  extension  of  a  loan  and 
Cberefoce  they  arc  not  aubject  to  general  usury  ceiling*.  Under 
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the  tlae-prlca  doctrlna,  aa  it  caaa  Co  ba  called,  tba  courca 
recognlEed  retail  credit  aa  the  aale  of  goods  under  dlffarenC 
coDdlclona  thao  caah  eales.  Since  the  conditions  of  aale  were 
different,  retailers  could  charge  a  -different  pitce  for  caah  and 
credit  cuatOMra.   Tbia  prlct   differential  vaa  the  clK-price.   It 
«aa  not  the  ••■«  aa  Intereat  charged  for  the  advance  of  Booair. 
Thia  legal  iDterptecatioo  led  statea  to  adapt  separate  leglalatloD 
regulating  the  finance  chargea  loosed  by  retail  crcdltora.   Sec 
Hora  [131  p.  20. 

A  1981  Hating  by  the  Financial  Inatltutlooa  Bureau  of  the 
Michigan  State  Department  of  Co^nerce  contalna  25  different  loan 
categories  subject  to  interest  rate  cellinga  laposed  by  state  lew. 
The  current  effective  BaxlBua  ratea  ranged  froB  5  percent  on 
pereonul  loans  by  lodlvldiiala  for  nonbuelnese  purposes  Co  36 
percent  on  loans  by  pambtokerB.   A  1980  survey  of  lova  usury  laws 
Buaaarlted  that  state 'a  current  Interest  rate  cellinga  under  9 
categories  with  Bsiinui  pernltted  ratea  ranging  froa  S  percent  (the 
legal  rate)  Co  36  percent  (the  aaxlaia  rate  on  the  first  $500  of 
loan  by  a  chattel  loan  licensee) . 

19u. 


The  ability  of  banke   to   take   advantage   of   interstate 
differences   in  ceilings  on  credit    card   lending  derives  fre«  a   1978 
Supreae   Court  ruling.      In  Harqueice  National   Bank  Va   First  of  OMha 
Service   Corporation,   the  court   deterulued   chat  national  bank*  Bay 
charge  out-of-state  credit   customers   the  rate  permitted  by   the  Im 
of  the  bank's  boae  state.     See  Federal  Reserve  Bulletin.   Februsry 
1981,   p.    181    fn.      The  a»me  option  does  not  apply   to  departnent 
atores.   gasoline  coapanies,  or  other  iaaueis  of  reta:!  1   oi  sellera' 
credit  cards. 

"wall   Street  Journal,    12/15/81. 

'^Aaerican  Benitcr.  9/30/81   and  10/30/81. 

'\a)l   Street   Journal,    12/5/81. 

Conteoporery  attitudes  toward  lenders  say  be  a  rsaoant  of 
earlier  tinea  when  the  taking  of  interest   (usury)  waa  entirely 
proscribed       Charging   interest  vas  not  generally  peraltted  until 
the  16th  century     and  it  vjs  ac    until  the  late  19tb  century  or 
early    20th  century    that    It  tecame  eoclally  acceptable  for 
individuals  to  purchase  consunption  goods  on  credit. 

Actually,  econoalc  nodela  of  co^ctltive  and  imperfectly 
competitive  marketB   lead   to   some  Very   specific  concluElons  about 
bow  loan  pricing  and  supply  should  vary  with  usury  ceilings  under 
different  market   structure.      Tests    of  hypotheses  about 
coBpetltivaness  thus  Include  enaHining  vatiations  in  both  tntecest 
ratea  charged  sod  credit  •vailablllty. 
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lapcrfectly  coapecll 
celling  affect! 
lies.  Over  bobc 
actually  result 
the  rate  cell in) 
will  iaplnge  oti 
■upply  of  credit 
See  National  Coi 

The  notion  that 


re  urket  c 

c  supply  <f( 
p  of  Irte-t. 


e  other  hand,  hov  a 

ates,  lowering  th<? 
ouDt  of  credit  auppllet 
rther,  hovever,  «vencuc 
m  finally  reault 

lion  ConauBer  Finance  Report  1 15) ,  Chapte 


irfectly  eoapeti 
the  uae  of  price  rej 
couTsa,  the  effectl' 
depends  crucially  on 
lialt.  Furthci*oie, 
of  Ch*  aarket  povet. 


price  ceiling  aaj  actually  Incteaae  a 

:ive   marfcet  la  BO«etl>ea  used 
m  to  control  lenders'  monopoly  po«er 
of  ueury  ceilings  for  thia  purpose 
ling  the  appropriate  legal  Intaieat  r 
policy  does  nothing  to  affec 


In  addition, 
St.  Loui*  revealed 

and  Pittsburgh  SHSAi 
usury  llaita  were 
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■tion  could  also  indicate. 
t   above  the  optlaal  price 
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in  investigation  hy  the  federal  Reserve  Bank  < 
lat  Bortgaga  rates  in  Che  Chicago,  Klnneapolil 
did  not  rlaa  to  state  cellinga  when  thaaa 
lowed  to  float.   See  Lovati  and  Cllbert  111]. 

t   structure  of  banking  markets  has 
highly  significant,  although 
:  of  flm  entry  and  concentration  on 
behavior.   See  Stephen  RhodeH  "Struclure- 
In  Banking:   A  Sunwry  and  Evaluation, 
-■   "oatd  of  Governors  of  the  Tederal 

of  1956,"  rroceedlngs  of  3  Confcrenct 
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'ederal  Reserve  Bank  of  Chicago, 

'The  Opilaal  Banking  Structure:   Theory 
f  Bank  Hesearch,  3  (Winter  1973). 


In  analyzing  Che  reeults  of  the  1970  aurvey  referred  to 
below,  the  Cooalsslon  found  sufficient  awaienesa  levels  existed  in 
the   general  market  — the  market  coaprlsad  aalnly  ol   higher  Incose, 
^re  highly  educated  white  homeovning  borroweTS  who  live  in 
nonpoveity  areas  and  use  mostly  cssh  credit.   The  high-risk  market 
on  cha  other  hand  had  disturbingly  high  levels  of  unawaranasa. 
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General  Motors  Acceptance  Corporation 


The  Itoaocable  E.    J.   Gam 
ChaliBui,   Co^ilttee  on  Baaklng, 

Haualns  >od  Drhaa  Affair* 
United  Stata*  Saoata 
WaahlogtoQ,  D.C.     ZOSIO 

D«aT  Chalnaaa  Gatni 


C«a*ral  No ton 


Accaptaoea  Corporation  (GMAC)  vlahaa  to  taka  this  oppottunltj 
support  tor  S.  730,  the  Credit  Der*|ulatloB  and  Avallabllltj 
1,  which  would  ruova  all  reulnlng  rate  celllnga  on  bualneB*, 
iredlt. 

!•  Cloaoce  aubaldlary  of  Ccoaral  Natora  Corpora- 
clpil  business  Is  to  Einance  the  Invaatory  of  naw  product! 

>lators  dealers  and  Co  acquire  tr<M  auch  dealers  Inatalaent 
ertag  recat  aales  and  leases  of  new  and  used  products. 
AC  ttnancHil  1.4  mil  Ian  vehicles  nouatlns  to  $13.6  bllllDO 
r  ■General  Motors  dealers  In  the  Untied  States,  and  acquired 
ts  Instalnent  contracts  coveilns  retail  aales  of  over  2.3 

used  vehlctes  totalta)  over  $23  blttloo. 


agrlculti 

CHAC  la  a  wh< 

held  bj  Gene 
obligations 
During  19S2, 

GKAC  supports  the  concept  that  Interest  rates  should  be  detcraloed  hj 
eo^etlllon  In  A  fret-  narketplsca  without  Icatrlctlve  cslllnga,  which 
actusll;  are  artificial  price  controls  on  the  cost  of  credit. 

t  raise  their  opeiatlog  funds 
rket.  Bust  be  able  to  receln* 

a  reasonsbla  return  on  these  funds  to  Insure  the  cooslstant  svaltabllltr  of 

credit. 

The  Bost  significant  lapadlaent  t 
during  periods  of  high  ooney  coat 
GNAC   shares  the  hnpe  of  all  our  cltlcens  that  we  wll     never  a«aln  see  mtm»r 
coets  as  high  as  thost^  experienced  In  recent  years.     'Ue  believe  It  la 
cssaatlal,    however     Ihat  the  iiarketplsce  be  In  a  position  to  BCCO^Kidate  all 
possibilities,  and  ve  BgTce  with  :yout  conents  that  the  odIj  war  this  can  be 
sccoopllshed  effectively  la   to  allow  the  Barketplsce  to  be  the  srbltet  of 
toterast  rataa. 

A  ouaber  of  states  have  taken  action  to  althar  laiae  their  callings  to  Boca 
realistic  levels  or  In  soae  cases  rawne  thea  altogathar.      It  should  be 
recognlied  that   In  those  states  coispetltlon  hss  served  to  keep  Bsrkat  rates 
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W*  flcal^r  believe  that  the  reaalntiii  dliparlt;  <H)Dg  at 
tha  fatlara  of  ■oae  atatea  to  act  pra^tlr  on  the  naad 
calltosa  tied  to  artificial  or  unraaltatlc  indlcatora. 
naad  for  Padaral  pra action. 


CHAC  la  plaaaad  that  S.  T3C 
catling  pegged  to  the  Pedei 
policy.  Ka  agraa  that  the  d 


aloata  the  caneapt  o 
an  laapptopriate  Indleato 


.  agtlcultural  and  conauaar  credit  ri 
elated  and  iiholehaartadir  aitpportad  hj  GMAC. 
thta  latter  be  aada  a  part  of  the  hearing  rei 


He  reapactfullr  requeat  that 
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BANKERS  ASSOCIATION  OF  AMERICA 


April  6,  1M3 


Sanat*  CoaatttM  on  Banking,  Boualnq 

■nd  Orban  Affair* 
5300  Dlrkaan  SanaCa  Off lea  Bldq. 
Naahlngton,  D.C.  lOSlO 


Aval lab 
In  aapp 
appllca 


t   of  1983  and  aubiilt 


atad  tha  daiagul 


■  folloving  CO 
ata  calling* 


eiplrad  on  A 


Tha  aaM  laglal 

alao  pEovldad  for  tl 

unptacadantad  changt 

Co  accalarat*  thla  t 


:  includad  tha  usury  praaaptton 
■at  rata  callings  on 
L9>6.  aapid  and 
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Live  «qulty  aaonq  d 


n  MpoaltB  Hltbout 


C  o[    1911   Til 
Inq*  on  iMnk 

Mtehlnq  authOElty  to  chacqa 


th*  Satn-BC 

'lituallv 


apply  to  conauMi 


Although  th*  rata  of 


I  ELeilbllity    in   Int 


tlBti.  It  e 
ttitlt  duilia  by  aakln; 
pacliagaa  ithlch  proaota  aucvi 


3  lutuc*  Tieaauty 


outaly   aHr 


•  calllnga  hasten 
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froa  ■  n*t  U«*l  of  *lfi.7  bj 

■  ■■latanca  Co  ■  faiHr  ahiMi 
•icaada  hla  latutn  on  aalaa, 

riom  agrlcultuta'a  paiapactl 


t  at   production  cons li tan tly 


T*i  anothac  vary  halpCuI 

minaraiiai  ot  cha  bank  ragulacoca'  pcopoaad 
teh  would  go  Into  afCact  Juna  3D  Baking 
an  inforaatlon  publicly  avallabla.  Qlvlng 


[iBcal  policy. 


tha  indapandant  Bankara  ftaaoclatton  regarding  thta  taa 


n  kba  vlava  o( 


/(5 


,db,Googlc 


The  Honorable  Jake  Gam 

Chairman 

Committee  en  Banking,  Housing,  and 

Urben  Airniri 
United  Statet  Senete 
53A  Dirksen  Senate  Officn  Building 
Washington,  DC     20S10 

Dear  Mr.  Chairman; 

On  behalf  of  the  NationBl  Asaociation  of  Federal  Credit  Unions  <h4AFCU), 
I  would  like  to  commend  you  and  your  colleagues  Senator  Pro  xm  I  re  and  Senatco' 
Lugar  for  introducing  S.  730,  The  Credit  Deregulation  and  Availability  Act  ol 
I9B3."  NAFCU,  as  the  only  national  trade  Hssociation  exclusively  reproBenting 
the  interests  of  federally  chartered  credit  unions,  is  vitally  Interested  in  this 
legislation.  Therelore,  we  are  pleased  to  comply  with  the  Committee's  reguest 
to  Bi^mit  thifl  letter  f[^  the  tienring  record.  I  ihall  restrict  my  comments  to 
Section  4  of  the  bill  which  deals  with  Federal  credit  unions  and,  thus,  directly 
affects  our  membership. 

cost  of  funds.  We  feel  our  position  on  usury  ceilings  has  been  made  clear  on 
several  occasions  in  tesllmony  before  this  Committee.  NAFCU  membera  have 
consistently  reaffirmed  our  long  standing  position  that  the  marketplacei  unham- 
pered by  government  regutatlon,  should  establish  the  rate  charged  on  loans,  as 
well   as  dividends  paid   to   savers. 

Thanks  to  the   hard   work  of   you   and   your  colleagues   in   the   Senate   and   the 
Htouse,  the  Gam-St  Germain  bill  was  enacted  Into  law  last  year.     This  bill  was 
a  major  step   toward  ailowlng   the  board   of  directors  of  a   Federal  credit  union 
to  set   policies  governing   their  individual   institutions.     It   is  our  belief  that   the 
boards  of  directors  have  used  this  new  authority  in  s  prudent  end  sensible 
manner.     In  keeping  with  the  theme  of  deregulation  set  forth  by  the  Garn-5t 
Germain  Act,  NAFCU  believes  that  Federal  credit  unioiiB  should   be  permitted 
to  determine  what   loan  rates   Ihey  should  charge  their   membera,  without  the 
imposition  of  an  artificial   ceiling. 

Mr.  Chairmen,  as  you  mentioned  in  your  floor  statement  when  introducing 
S.   730,  Federal  credit  uniona  are  tfie   only  class  of  financial   instituliona  governed 
by  a  federal  consumer  usury  ceiling.     We  strongly  support  Section  i  of  5.  730 
which  would  abolish  tins  ceiling  and,  therefore,  permit  the  boards  of  directors 
of  Federal  credit  unions  to  be  responsible  and  accountable  for  setting  their  own 
loan  rates.     While  the  National  Credit  Union  Administration  currently  has  the 
authority  to  adjust  the  ceiling  to  reflect  the  needs  of  credit  unions  and  their 
rt,   this  system   is  burdenaame   and   inefficient   for  all   concerned. 
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NAFCU  believe*  that  utury  celling*  have  traditionally  had  an  advane 
effect  on  both  lenders  end  borrDWerB.     When  market  interest  rates  rise   etxive 
the  ceiling,  the  aupply  of  credit  diminishes  and  law-income,  high  risk  borroHnr* 
ara  treated  unfairly  as  the  ceiling  impedes  the  payment  of  fair  rates  on  deposits. 
The  only  way  to  pay  market  rates  on   funds  is  to  charge  market  rates  on  Inens. 
Restrictive  uiury  ceilings  prevent  this  from  happening.     These  laws  were  originatly 
designed  to  protect  consumers;  they  now  serve  to  hinder  both  borrowers  and 

Tram  a  manegerial   standpoint,  usury  ceiJinga  can  cauee   many  planning 
and    administrative  headaches.     Credit  unions  and  other  landers  are  many  times 
thrust  into  a  viorld  of  economic  uncertainty  due  to  the  unpredictable  fluctuation 

In  conclusion,  Mr.  Chairman,  I  vrauld  like  to  reiterate  NAFCU's  full  tuppott 
of  Section  4  of  5.  730  dealing  specifically  with  Federal  credit  union*.    We 
believe  this  is  the  next  logical  step  of  the  long  march  begun  by  the  Gam-St 
Germain  Act  towards  the  total  deregulation  of  financial  institutions. 

1  would  also  ask  that  this  letter  be  made  part  of  the  official  hearing  record 
on  S.  730.     We  appreciate  the  opportunity  to  present  our  viavis,  and  if  you  need 
further  information  regarding  the  affect  of  S.  730  on  Federal  credit  koione,  please 
do  not  hesitate  to  contact  our  executive  vice  preeident,  Mai  Nestlerode,  or  our 
director  of  govemnent  affairi.  Bill  Donovan,  at  ^22-4770. 


Sincerely, 
C^^   Jor»M.  Hutchinson 
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National  Association  of  Mutual  Savings  Banks 
new  york,  n.y.ioiu 

April  U,  1983 


^Hie  Honorabla  Jake  Ga>m 

Co^ttee  on  Buklng,   Houb 

and  UrtiBo  Affair* 
UDitad  Bt&tea  Beiwte 
HuhingtOD,  D.   C.      SO^IO 


On  liehBlf  of  Ita  neidier  loatltutloiis ,  tbe  llatloaal  AasooIatlOD  of 
Mutual  BBTlnei  Baoka  la  pleued  to  sndarae  S.   T30>   legtalatlon  to  preenpt 
BtiXt  ueuiy  ceillDgB  on  agricultural,  bUBlaeaa  ajid  coaauDer  loaiiB.      Such  a 
step  vould  represent  a  logical  prosreasloo  In  the  deresulstlon  of  the 
financial  servlcea  bualDcaa. 

Federal  pren^loD  of  state  UBur;r  ceilloga  on  business  and  agri- 
cultural loasB  dates  back  to  19T'>.   and  bas  xorked  well  tor  the  Institutions 
affected  sa  veil  ae  bualnesa  borrowera  nenl;  ellelble  to  qualify  for  credit. 
Althou^  this  legislation  haa  been  reneved  seTeral  tines,   It  lapsEd  as  of 
J^ll  1,   1983,   and  should  be  reenacted  on  a  permanent  baala  as  quickly  as 
poaalble  In  order  to  avoid  disruptions   in  the  martetplaee.      Section  3  of 
S.   T30  would  accoiQiliEb  this,   and  ne  support,   in  particular,  the  definition 
of  "credit"  contained  In  Bubaectlon  ni(h)(lt)  uhlcb  vould  apply  In  those 
statea  such  as  Bev  York  vhlch  continue  to  InpoBe  usury  limits  on  buBlness 
loans  made  to  noncorporate  borrovera. 

Section  3  of  the  legislation  vould,   for  the  first  tine,  preenpt 
state  usury  celllnss  vltb  inspect  to  consumer  credit.      This  action  vould  not 
nerely  follov  the  19T'i  precedent  for  busloeaa  loans  but  would  also  be  in 
keeping  with  the  19T9  federal  legislation  preein)ting  state  usury  ceilings  on 
nortgage  credit.      loasmucb  as  mutual  aaviugs  banks  are  primarily  mortgage 
lenders,  we  can  well  attest  to  the  beneficial  ln^iact  which  federal  preemption 
of  state  limitations  en  mortgage  Intereat  rates  has  had  on  keeping  Ht  least 
Bome  funda   flowing  Into  houaing  finance  during  the  unprecedented  thrift 
Industry  crisis  of  the  past  saferal  years.      Again,   draving  upon  the  experience 
In  lew  York  vhleh  maintained  an  extremely  low  mortgage  ueu^  celllog  throu^out 
the  19T0's,  there  hsTS  been  a  number  of  Independent  studies.  Including  one 
by  the  Hew  lork  State  Banking  Department,   showing  thst  the  effect  of  this   lav 
was  to  force  How  Tork-hasea  institutions  to  direct  s  good  deal  of  their 
mortgage  lending  to  out-of-atate  locales. 
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Tbe  rationale  ai^llcable  to  buslceBB  and  agricultural  loans  and  to 
Bartgage  loans     Hould  stum  to  be  equally  perauaslve  In  the  area  of  eooauaer 
credit.      The  consumer  credit  nwket  Is  already  a  highly  co^etitlTe  one.  but 
savlogs  banks  and  other  thrift   Institutlona     armed  vltii  nevlj  granted  or 
recently  expanded  ri^tisiunffr  lending  povera,  are  polaed  to  becooe  aetlTe 
partlclpanta   in  thia  aarket.      The  rcaaon  ie  that  consuiier  IndtaUment  loans, 
vhether  tbey  be  cloaed-end  or  open-end,   provide  an  excellent  Inveatjient 
veblcle  Tor  balancing  the  predonlnantly  long-tern  aaiet  atructure  of  a  thrift 
Institution. 

urtlng  usmy  celllnga  on  tbla  type  of  credit  uiU  facilitate  entiy 
by  reducing  regulatory  (lompllancc  ujii  other  nonmariiet  eOBts  -of  doing  bualneis. 
Aa  Has  veil  atated  In  the  Report  or  the  Interagency  Task  Force  on  Thrift 
Institutions,  prepared  by  the  Treaaury  and  transmitted  to  the  Congress  on 
June  33,    1980,    "the  od-Btence  of  usury  ceilings  fruatratea   the  expansion  of 
thrift   inatitution  asset,  powers."      (page  TO         Encouraging  participation  la 
this  Bartcet  by   as  many  credit  grantora  as  posaible  can  only  vol*  to  the  best 
Interests  of  credit  users. 

Ilie  documentation  vith  respect  to  the  ill  effects  of  uaury  ceillngi 
in  the  conauner  credit  area  Is  quite  jiervaslve  A  nunber  of  these  studies 
haTe  already  been  reTleved  In  the  i^Oul-Ee  of  previoua  congresslooal  hearings  on 
this  subject  and  need  not  be  recited  here.  Bovwer,  ve  would  like  to  quote 
froB  one  vhich  at  least  la  our  view,  is  precisely  on  point.  Aa  it  qipeaxed 
in  the  June,  19fl2,  lasue  of  Economic  Perapectivea ■  published  by  the  Federal 
Reserve  Bank  of  Chicago,   the  study  susDBrlied  the  evidence  on  usury  celllD|s 

'Vrhe  broad  conclusion  that 
Btudiea  la  that  usury  celllnga  c 

lender*  are  able  to  pursue   practices   unfavorable  to  sooe  or 
all  borrovera        On  balance,  usury   ceilings  appear  to  be  a 
type  of  regulation  whose  benefit*  to  borrowers  are  ext™i«ly 
questionable      .borrowers  may  end  up  facing  bl(^er  conlnteraat 
credit  charges   and  leas   favorable  tenna  u  a  reault  of  usury 
ceiling.      Horeorer,  attached  to  the  lower-interest  benefit 
of  uaury  celllDgs  la  a  direct  coat  to  the  borrowing  public 
In  the  fbm  of  a  reduced  supply  of  credit." 

A  final  argUBent  In  Itevor  of  S.    T30  Is  that  bank  deregulation, 
iriilch  began  in  earnest  in  1980,  baa   now  progressed  to  the  point  vhere 
TlrtusUy  all  time  deposits  at   financial  Institutions  are  either  unregulated 
or  subject  to  market -linked  Indicea        Deregulation  of  llabllitiea  at  depository 
Inatitutlona  continues  apace     with  the  money  narket  account  introduced  In 
DecaBber  being  the  beat  evidence  by  far  that  ^^onaun«ra  ate  nOw  demanding  a 
BaAet  rata  of  return  on  their  investmentB       "Hie  recurrent  eaminga  crises 
Incurred  by  the  thrift   industry  In  recent  years  have  been  caused  by  sn  inabllltT 
to  keep  Its  asset  portfolio  abreast  of  changes  on  the  liability  side  of  the 
balance  sheet.     Many  of  these  restrictions  have     of  course,  been  the  result 
of  governnent-dlrectad  investment  policies  and  regulations  auch  aa   usury 
ceilings  which  diatort   the  flow  of  funds  in  the  noarliet place.      In  order  to 
achieve  the  proper  Batching  of  assata  and  liabilltlaa.  It  Is  asseotlal  that 
the  federal  iiiiiiii  iwniil   preeapt  conflicting  state  usury  ceilings  Just  as  it  has 
taken  the  lead  In  deregulating  bank  liabilities. 
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Wille  on  tba  BtAJoct  ot  treMioe  usets  and  llabilltlea  in  a 
cODalit«nt  mmimuTt  thvre  li  odb  aapact  of  bAnk  regulmtlon  vtaich  flhould  be 
•dOraased  concurrentlr  vlth  congrciiilonaJ.  ■ctlou  on  atate  uauiy  celllosa. 
Ht  refor  •peclflcalljr  to  the  Inrtlllty  of  oorporatlona  and  certain  othtr 
buaiaeaa  bomnrera  to  sitabllab  aooaj  ^u-ket  accounts.     The  DIDC  cocildered 
thia  laaue  at  Ita  tfarch  aeetln«,  but   failed  to  take  aoj  action  baaed  Id  part 
upon  a  perception  that  the  CongreaB   felt  that  deregulation  had  already  pro- 
ceeded too  quickly  in  the  Bontha  iBBedlately  preceding  that  nesting. 

Wen  the  DIDC  next  neete  Id  June,  the  inrketB  uill   surely  have  had 
aufficient  ti»e  to  adjuat  to  the  nev  Inatnme 
last  year.     With  the  Congreaa  hopefullr  aoving  tovard  1 
interest  ratea  iiliieh  aagr  be  charged  buslDaea  entities, 
that  the  llBitatloD  on  the  ability  of  a  corporation  to  earn  interest  on  ita 
transaction  balances  be  likevise  reBoved.      Ho  statutory  change  la  necessary 
to  accoqiliab  thia  purpoae,  and  thus  ve  reapectfully  suggest  that  the  coiBlttea 
rsport  acco^auylng  5.   T30  Include  language  urging  the  DIDC  to  authorlie 
■onar  Barket  aecoimte  for  corporate  and  noncorporate  businesses. 
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April  11,  1983 

The  Honorable  Jake  Garn 

Chairman 

Senate  Banking,   Kousing  and  Urban  Affairs  CowBittee 

SOS  Dirksen  Senate  Office  Building 

Washington,  D.C.   2051Q 

Dear  Chairman  Garn: 

As  you  are  well  aware,  the  National  Automobile  Dealers  Asso- 
ciation (NADA)  has  long  been  concerned  with  high  interest 
rates  and  the  compounding  problen  of  state  usury  ceilings. 
Beginning  in  late  1979  and  continuing  through  1981,  franchised 
dealers  across  the  country  experienced  the  adverse  effects  of 
state  usury  laws. 

During  periods  of  high  interest,  financial  institutions  which 
are  restricted  by  state  usury  ceilings  either  reduce  signi- 
ficantly or  stop  altogether  the  financing  of  high  ticket  con- 
sumer items  such  as  automobiles.  The  American  Bankers  Assoc!- 
ation,  in  testimony  before  a  House  Subcommittee  on  August  26, 
1980,  stated  that  "  automobile  dealers,  despite  aggressive 
marketing,  were  frustrated  in  their  attempts  to  reduce  high 
inventories  due  partially  to  the  inability  of  consumers  to 
obtain  automobile  loans."   In  many  cases,  the  inability  to 
charge  the  going  rate,  and  not  the  credit  worthiness  of  an  in- 
dividual, results  in  a  refusal  to  extend  credit. 

When  commercial  banks  get  out  of  the  auto  financing  business, 
a  significant  shift  in  the  issuance  of  automobile  paper  from 
commercial  banks  to  a  manufacturer's  finance  company  ensues. 
The  liability  for  dealers  when  this  situation  occurs  is  two- 
fold.  First,  some  dealers  do  not  have  a  finance  company  to 
turn  to.   Obviously,  these  dealers  are  placed  in  a  critical 
situation.   Even  for  dealers  with  access  to  a  finance  company, 
there  are  limits  on  the  company's  abilty  to  finance  the  ever 
increasing  number  of  contracts  being  submitted  to  them.   Second, 
withdrawal  of  financial  institutions  dilutes  significantly 
the  competitive  atmosphere  between  the  traditional  providers 
of  automobile  financing. 
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NADA  firaly  believes  that  narketplace  coapetition  aaoDg  all 
the  traditional  providers  of  autonobile  financing  best  benefits 
both  franchised  dealers  and  consuners.  To  this  end,  HAOA 
supports  the  preeaption  of  state  usury  laws  ■>  incorporated 
in  S.  730.  Should  interest  rates  rise  again  to  intolerable 
heights,  the  situation  should  not  be  aggravated  by  artifical 
credit  restrictions  which  only  serve  to  ham  both  the  c 
and  the  sasll  business  dealer. 


aincereiy, 

Williaa  C.  Turnbull 

President 

National  Autonobile  Dealers  Assc 
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^H  HNANCeCXlWERENCe 


April   S,   1983 


Senate  COBiitttee  on  emklng  Housing 
aod  urban  AfraiTi 
934  Dirk  sen  Senate  Office  Bullillng 


Coaaerclal  Finance  Conference  (NCFC),  the 
□elation  foi  the  asset-baasd  financial 
appreciate!  tn*  opportunity  to  expreis  our 
''Credit  Dsregulation  and  Availability  Act 
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tmiHon  B>  iMvinnn  or 


As  Mtlonal  Conauaar  Law  Caotai,   Inc. 
11  Bnooo  It. 

■ostoo,  m  oaioi 


I.     imaancnaii 

Ihl*  atattamt  la  praaantad  on  babalt  of  aavaial  low-laocBa  | 
ooncainad  bacauaa  Of  ptcpoaafl  sanata  praaaptlea  of  oooaiaac 
■tatutaa  will  daptlve  null  borrowaia  of  atata-guaiantaad  ct 
pcotaotioa. 

Mdacal    ^aaaption    of    atata    coaauw 
nniwcaaaaTy.    uiwlaa.    and   unfair,    aocaao    bacauaa    of    tba   ovarbcaadth    la 
Senata  BlU  TIO. 

•tata  law*  curiantly  aat  llalta  not  enly  en  Intaraat  rataa  bat  c* 
oUiai  cradit  taraa  auob  u  tba  typa  of  oollatacal  tbat  om  ba  Ukaa. 
varlabla  rataa>  (laanea  abaiffaa  aueb  aa  brokata 
■aUwda,  attocDay'a  t»»»,  labataa,  ani 
laat-baaalaa'a  I.ITIO.  thla  bill  will  allaloata  mtat  of  tfcaaa  lapocUat 
aUta  ooBaiaai  ptotactloa  da^lu  tba  sentiaxr  elaiaa  la  tita  auuBf  anytag 
Aaalyaia.' 
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Oar   GliMts,   lovlnooM  pMpl*,  ua  blllad  u 
baiMtlolarlaa.  'in  tb*  mxBmti»Bc%   «t   our  ollanta  and  la  c 
tbla  ta  tba  caa*.  Tfaay  will  not  banaflt  aa  audi  aa  tbar  will  pay  -  In 
■onar  and  angulab.  Daiagulatlon  doaa  not  aaka  any  bocrowata  battat  oft. 

■ocrowaca  do  not  auppoct  tltla  bill.  Mo  boiiowara  aca  aatlng  Coc 
praa^tton.  Milla  wa  do  not  ballava  tbat  tba  clala*  ragacdlng 
avallabilltr  ara  troCf  tb*  aoca  lapoitant  (act  ^r  ba  that  qualltlad 
boitowara  want  lowar  Intataat  rataat  not  Inciaaaad  craAit 
availablllqr-  Coagiaaa  la  wall  awara  of  tba  gcaat  publle  aogar  ««*r 
bigh  Intataat  tataa.  tanatora  aaat  aak  tbaaaalvaa  wbatbat  hettamm  will 
toleiata  a  naw  loond  of  blqbar  Intareat  tataa  biougtat  on  by  Coogiaaa, 
a*Fa«l>llr  lb  vlaw  of  tba  high  nagatlva  eating  Coagraaa  baa  oainad  en 
Gonauaai  tsanaa. 

W  ooataa.  thooa  wbo  cannot  qoality  fee  cradlt,  do  want  Incraaaad 
•rallablltty.  and  aaat  Bay  ««•>  b«  willing  to  pay  hi^Mc  Interaat  tataa 
to  9at  It.  But,  aa  a  pacaabir,  1H3  Banking  oapaitnant  aotvay  of  tba 
affacta  of  darafulatlia  In  law  yock  abowa,  daxagulatim  doaa  net  produea 
inciaaaad  avalUbllitr.  Bo  f aw  mb«  yock  landara  llbaiallaad  bacrowu: 
qualitlcatlooa  tbat  ealy  tba  oount  toe  Baw  yock  City  ooaaaroial  iNwka 
waia  a«an  aantiooad.  And  avan  tbaia  tba  Inatltutlona  waia  Jil  anemngid 
datpita  big  rata  Inetaaaaa.  Aa  (act  la  that  landwa  do  not  (ana  aboulo 
not)  land  to  blgb  ila*  bociowaia  with  oc  witlMOt  daiagulation. 

An  analogy  is  balptul  in  a^^laining  wby  bociowaca  do  not  want 
piaaBpticn.  Dallka  ooaBaielal  faot cowing,  aoat  eenataaai-landlng  only 
caCiaaneoa  asiating  coniani  dabt.  Aa  a  caaolt,  inocaaaad  lataa  aca  lika 
taecoanod  lantai  becEowwa  b«va  to  pay  laoieaaaa  jnat  to  kaap  ahat  tb^ 
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■lr*»4r  tuna,  lutd  lika  cant  InoiMaM,  aMt  iBt«[«t  lata  Imtmm*  tm.- 
■  windfall  foi  landaia  and  doaa  not  lapcaaant  nan  avallaMllty  foe 
bocionar*.  Ala  aaaaa  pactloulaily  ao  1b  wadit  card  BUhata  «bMt* 
landara  ■[•  axtcaetlng  Mora  Uwn  tbali  nocaal  pcoflc  aarglna,  by  lafoalnfl 
to  adopt  •  eoapatltlva  aatkat  lata  tat  poammttm,  bow  that  tba  ■c»l«l 
Bcckat  and  ttaa  bualnata  pttaa  late  hava  droppad. 

Conauaar  loan  ratea  do  not  go  down  bacaoaa  ccavatltlsn  evar  intaraat 
rataa  doaa  BOt  aatat  in  aany  Bonaaaar  oiadlt  aarkata.  Juat  look  acoaad. 
Hayba  pcloa  coapacltioo  aaiata  lo  tba  aaikat  foi  aaw  oar  Ilnanoat  bat 
prlea  cwavatltion  doai  not  aaiat  In  tba  aaikat  toe  aoat  aaoood  aoctfagaa, 
tor  aaad  eaia.  m  tot  credit  cacda.  Many  atataa  which  hava  'daragalatad' 
bavt  aiitakanly  Mamad  that  pcaaaaia  on  intaraat  rataa  in  ona  oiadit 
aarkot  iapliaa  coapatltlcn  In  otbai  aarkata.  Tba  uaad  e«i  aaikat  1b 
Chicago  ahon  bow  llttla  ccapetlttoa  ttaa  'fiaa  aaikat*  piavidaa.  A 
(aoant  aitlcla  In  ttta  Oiioago  Tilbuna  laporta  uaad  ow  loana  eoatinf  aoco 
than  ftOI  pai  anntta.  A  *n   loan  titm  Chicago  la  attaohwd. 

fi  Hill  I  nil  waa  auppoaad  to  aaaa  practical  laatilctlooa  on  lataiatBt* 
landing  and  to  aaaa  th«  upward  pcaaaui*  againat  intataat  lataa  callloga. 
■oth  aoonoaic  cbangaa  and  atata  and  (adaral  laglalatlva  aetlea  baa  a** 

■aaata  7M  diaaahclaa  •tfoctmal  ooatiola  tbat  prawant  aaay  of  tba 
■daaooa  of  tb*  1930'a*,  tbat  tbt  eciginal  gorainMBt  lagolatlon  oC  ondit 
waa  daatgnad  to  asocolaa.'  Kila  blU  will  daar  tha  way  toe  aaotta  aad 
daagaieaa  foraa  of  anllattad  and  onoontiollad  ■oraatlm  llnknoa'.  It  la 
BOt  jnat  Intaiaat  rata  gouging  tbat  li  balng  lagaliaad  baco. 
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Itaa*  oradlt  ooats  wan  M 
aiaela«ad  ec  rccvarly  ebacBotwliad.  Ilia  Attocnay  Owaral  «■•  abla  I 
pcMMt  ttw  bscrowi  and*!  mating  Mairland  taa.'  If  S.Tje  bad  bM 
to  •M«ct,  tha  hlfh, 
atata  llalta  oa  Intaiaat 
>c>aiff i>n.  A(Uc  pcaiTtlofi,  eoi«u«M  atata*  Ilka  Maiylaad  itlll  find 
that  tha  Intaiaat  and  iataiaa^-Unkad  llHltatiaaa>  auoh  aa  llmlta  on 
■brakai'  faaa  (InclDdtm  Uioaa  In  atataa  wltboyt  oaniy  calllBta>  Uka 
Illiaela)  aia  aiaaiilBtlaaa. 

Ibla  eiaativa  flaanelin  la  (caquantlr  bad  tot  oonaiaaia.  VailaUa 
rata*!  natatlva  ■anrttaatlon,  aad  neaad  aoctgagaa  aacutlbf  ««t  flnanolng 
fcOTlda  banadta  (w  landaca  but  thay  oftaa  ttlnt  giaat  bain  ta 
woMMia.  iba  laanlta  (lea  ll>lt«d  atata  aapailaaotatlen  tdtb  auA 
(Kaatlva  financing  aia  alovly  baooaing  aoca  ebvlona  natlonwlda. 

placloauia  lawa  do  not  protaet  cooatBaia.  aapaclally  In  today'a 
aliaady  daiagulatad  ciadit  aaikat,  Loopbolaa  la  tba  Tiutlt-in-LaiKilDg  Act 
allov  Miqr  landara  to  dlagulaa  tba  tiua  oMt  1  cooainai  oiadlt, 
paitlonlaily  vailaUa  rata  dabt  and  aallaia  polnta.'  Kat  afpaaia  to 
faa  lea  Intaiaat  eoata  la  oftaa  In  fact  vaty  anpaBalva  ciadit.  Aa  TIL 
•at  baa  lagallaad  oaitaln  and able  alaiapcaaantatloo  and  kllcaaa  eiadltoca 
•Iw  taka  adraatag*  o<  tbat  ■latapraaantatloo  to  aaia  blgbai  pioflta  tban 
tbooa  bho  do  nvt  alaiapraaant.     Ala  bill  aolaigaa  aott  aboaa. 
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II.    p» 

■oonoilo  cbangaa  and  atat*  and  tadaral  l*gl>latl*«  aotica  bava  >Mad 
practical  laatrlotiona  on  Intaratata  landlaf  and  apuatd  pcaaanra  lualwat 
tntaraat  rataa  calllnga.  tadaial  piaaaptloa,  tti»  aoat  favocad  limlii 
dootrina,  and  Wrquatta  Wafl  aank  t.  rlrat  of  t^aha  ftTfaa  ^acp." 
(allowing  axportlng  of  Intaraat  rataa)  ranora  tin  piaotloal  i aalrlntlrna 
ptaaantad  by  atata  naaiy  lava  oa  Intatatata  landing,  lino*  IMl  aoca 
than  «0  atatM  taava  allainatad  or  llctad  Intaiaat  rata  oaUinga.^  la 
addition,  otliar  tadaral  laglalatloo  baa  pcaaaptad  atata  Intaraat  rataa  on 
flrat  Bortgagaa  and  hona  landing  -  tcigatliar  a  taugo  paroantaga  of  tnnaiBar 
bocroalDg."  Iba  only  ooapatttlva  araa  of  landtag  awtCaetad  br 
fadaral  laglalation,  tbat  »t  na«  oar  tlnanoa,  ia  not  ragnlatad  la 
aany  atataa.  in  etbara,  tbat  atata  Galllnga  ara  mil  abova  aalatlag 
aarkat  rataa.  Mm  bl^  pclai  rata  baa  g«aa  dona.  «n  original  raaaoni 
for  pcaaivtlaa  bava  baan  nat, 

g.TlO  praoapta  Mwh  aoca  atata  lax  tbaa  nacaaaary  to  •oU««a  tba 
preponanta'  alna  of  inoroaaad  landing  and  taigtaar  rataa.  la  aaabing  to 
praaapt  all  lau  nbleli  *in  any  way  llatta'  tha  aannar  of  'prowlaing  or 
oontraoting  tor  oorarad  ebargaa  [or  any  ainllai]  oa«paaaatl«a*>  tbla  bill 
■ould  praaiaptivaly  aliainata  virtually  all  lava  raatcloting  iiiwaiaai 
eradlt  oontrMtlng. 

Laudabla  atata  oooanaar  protaociona  ufaieb  tba  Analyaia  ttlalaa  to 
ba««  latainad  ata  aotoally  awapt  away  by  bfoad  Irngnrga.  Ikaaa 
protaetloM  ara  not  otbarwia*  praaarvad  by  tba  blll'a  oa*l*«  laa«aa«a  or 
tba  lleanalng  pcoviaiona.  Wat  aaaf  la,  tba  ualyaU  daiaa  tiMt  onriar 
tbia  bill  a  atata  ean  probiblt  taal  aatata  lading  on  Isaaa  oaatiag  noc* 
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than  lit.  in  laot,  ■  atat*  eumot,"  ik*  bUl  n ■■■>>«  an  1«m  'In.-' 
aor  way  Halting  tM  .  .  .  Muuwr  of  .  .  .  pienrldtng  m  tnntraetlng  foe 
cov*i*d  ehaigaa*  aueli  •■  Intaraat,  and  oovara  all  landing  ■wltbeut 
ragaid  to  tha  Datura  of  any  ptopacty  Uiat  night  aaouia  Ita 
rapajnaant.'  A  atat*  law  piolilbltlng  rataa  of  nuca  than  Ut  on  laal 
••tata  Xoani  la  a  lav  Uniting  tha  nannar  of  contEBotlng  tat  ea«*tad 
ebargaa.  IhacatM*,  It  vould  b*  piaaaptad.  tba  Analyals  la  lno«cract 
In  ttata  lagaid.  Virtually  all  olalna  In  tha  JUialyala  to  faaaarv* 
ooaaunai  protactlon*  aaetlona  acn  Incocract  (oi  tha  aaaa  raanoa. 


■EefBGDUnCM'  AND  BIGB  MTBS  00  NOT  lEOOCI  CI&DIT  QMLinCKTIOMS 

IM  can  alraady  aaa  that  tba  conpatltlon  pioaiaad  ua  foaa  not  bring 
flowi  oonaiMU  intaraat  cataa,  daiplta  tba  announcad  aconoaio  tbaoiy.  If 
thara  war*  autdclant  tntaraat-cata  co^atltlon,  conauaai  Intaiaat  tataa 
would  hava  dtoppad  abarply  Iron  tbalr  1912  lavala.  Tba  coat  o(  borrowad 
tunda  baa  dioiipad  •barply.  conauaai  Intaraat  rataa  h«*«  not. 
Contlnuad  btgb  oonauaar  rataa  In  tha  faca  of  a  nucb  raducad  aooay  narkat 
aluw  tba  tnadaquanclaa  of  conpatitlon.  it  ia  inciadlbla  tbat  landua 
ooattoaa  to  argua  that  daragulatlon  Mould  nova  rataa  downvard.  wban  tha 
oppoaita  paralatnntly  provaa  to  ba  trua. 

That  daragulatlon  doaa  not  Inprova  availability  la  daaonatratad  In 
tba  Pacanbar  1)12  atudy.  Tfa*  Prlea  and  Availability  ol  Conaunar  Ciaolt 
in  Kav  Vock  Itata'.  by  tba  Kav  lock  ttata  oapartnant  of  unking. 
Oaaplta  tba  Mvar*  Mtbodalogloal  abortooalnga^  In  tbla  anayatautic 
•urvay  t  tba  tallura  of  tba  vaw  Voik  a«par  Inant  In  daragulatlon  to 
•Igntflcantly  iaprova  ccodlt  avallafallity  ia  aulking. 
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tnotaand  oradtt  avaUabUlty  cm  b«  BMaurad  tt  •  cadoeUM  la-" 
tba  quallCioatiena  for  obulaiag  etadlt  ao  tint  pMpl*  dui*d  n«dlt  CM 
BOW  obt«lB  It  or  fay  an  ioaraax  In  tto  Meant  of  oradit  ts  «il«tiBg 
borroiMra.  Mttbar  ooonrrad  lit  Mw  loik  folloalng  daragulatloa  •!  catos 
in  that  atat*.  only  a  aitOMlty  of  jMwmeial  bank*  In  Baw  fsck  City  «■ 
rapoitod  to  hava  aaaad  oradit  taraa,  aH|h^  to  nov  boctOMata  (daaotlkad 
la  ttaa  Burvay  aa  'tnoraaaliig  llaaa  of  eradlt*)  n,  to  theai  ■!»  oMiU  aot 
ft  cradit  bafoca  (daaaclbad  aa  ■llfawaUilag'  tbais  'hattoMat 
qualfdcatlooa*) . 

Minatythiaa  parcaat  (tit)  of  .  ■■!  nclal  banta  lalaaa  lataraat 
rataa  bat  rafuaad  to  raduoa  Dtth-boirowat  quail floatlooa.  Ill  lafuaad  to 
of  far     battar     taraa    to    oalatlng-boarotnra .  Foe     otbar     landara    ao 

pacific  rnabaia  ■«•  pca*ldod.  bat  ■»Mt>  aavlnga  bank*  tad  'Mt 
Itbaratlaad-  altbar  naaura  of  oradit  avallabUtty."  ■toly  a  tmi*  at 
tta  »i  Mvlaga  and  loua  bad  llbaialliad  oradit  availability." 
■Moat*  of  tba  US  Mav  fork  oradit  unlooa  bad  not  abangad  tbalr  oradit 
availability.^'  -Moat-  of  tba  U  flnaooa  ecapanlaa  bava  nvt  abanjad 
tbalr  VMllCioatloDB  tbougb  btwy  tava  ralaad  tbalr  rataa  aa  f ar  aa  tbaj 
lagally  cwi."  ■virtually  all*  of  tba  10  rotallara  In  Ma  rork  tava 
kapt  cradit  availability  unobangad,'^  A  ■prapoodaranoa*  of  tto  3« 
auto    daalara    In    M<r    yock  tava    alae    lalaaa    tataraat    latoa    alMoa 

daroflulatlM.  bat  not  ebangad  ttolr  oradit  qualltloatlOM."  «n  ■» 
Sock  aiuvay  praaaota  a  dliaal  d— niiatratloo  of  dacagulatloa'a 
PM  tta  aoat  part,  tto  blgbor  totaraat  rataa  bava  bcoM^t 
<>  cradit. 
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n*  rapoct  igoecaa  thmma  tatalt*  aad  foouMi  ' 
'paittdpitlon*,  trtiicb  bss  tnccaaMd.  Jtppatantly,  putlotpatton 
InecasMi  vban  J*iid*ia  off«r  to  aak*  loans  ol  typaa  tMy  had  not  bafon 
-  aa  did  tha  B  t  U  altat  eonauaar  landing  wa>  autbociavd,  slaca 
boctotrat  qualiflcatiooB  ara  not  laducad.  Uila  aaana  that  only  a  bOErovac 
■lu>  qualifUd  batora  quallfiaa  with  an  additional  landar.  Mia  doaa  not 
»a«B  BCna  aanar.     And  thoat  vho  could  not  qualify  baloia  atlll  cannot. 

Tkfa  lack  of  tncraaaad  availability  folloMlng  daTogulattoa  Bay  ba 
national,  tt  oartainly  la  trua  that  tba  notion  that  oradlt  availability 
vill  livova  la  oontiacy  t«  oobdd  aanaai  hl^tai  'pcloaa*  datar 
baxcawara  abo  bava  tba  cation  to  mit.  Rlgbac  ptieaa  alao  laplT 
Inecaaaad  botnxft  quatltleattonai  alnoa  tba  talgbar  dabt-iaoica  ooat 
puta  •  graatai  strain  on  dlapoaabla  boironi  Ineoaa,  Bypothatical  4 , 
Incraaaad  Intaraat  tataa  abould  datar  bociowaca,  not  it^zan  ecadit 
«*Bilabllity. 

Tba  Kav  lock  aiuvay  alao  danonatrataa  tha  othar  taault  ot 
daiagulatlon.  Dacagulatloa  alloaa  landara  to  ehacga  BOia  (oi  tha  aaaa 
dollara.  Boeiohi  quallflcatlona  Bra  as  haiah  aa  avar  plua  tba  intaraat 
«oatB  bava  Ineiaaaad.  roc  asaapla,  in  Kav  lockt  Intaraat  rataa  «a 
credit  oarda  Jn^ad  tttm  1(1  to  U.at.  (HMbarablp  taaa  nakaa  tba  trua 
coot  of  oradit  blgbai.)     BKtaodlng  tliia  pattarn    ilnclBding  faaa)    to  tba 
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(«  billion  doIlatB  of  lavolvlng  ccadlt  to  tta  onlud  ttatM,"  tb 
Uw  uaury  piaaaptlon  pcopoaad  In  I.TM  neaU  cost  oobsobb 
•B,U«, 700.000. W  «adltloMl  dollata  on  r«TOlTli>a  ettait  ■!«>■.* 
(And  lavolvlng  ciadlt  !■  baialy  101  of  non-aortgag*  eenowir  dobt. 
Tbl*  la  a  lot  Incraai*  In  tlnanc*  cbargaa. 


LEMDeii  ATOLoaiEB  FOH  Bjoi  coMnwK  iimjsaT  Miu  An  aoi  cmnu 

Landara  ban  offarad  four  aajoi  aacuaaa  tet  tba  blfh  Intaiaat  lata 
alda  of  tbla  Inaqulty.  mm  axouaaa  ata  Inflattooacy  Mpaetatlon, 
riak,    coat    of    tunda,     and    loootvaant    M    paat    lo««a*.  1b«    tliat 

raaaon  ^aa  llttla  aona*  baeauaa  tbara  baa  baan  Itttla  Inflatios  orac 
tb*  laat  r*ai>  Mbatbac  tbar*  will  ba  In  tba  tatura  la  onolabf  •  lAat  ta 
olaar  la  tbat  tba  landara'  propbaoy  can  baoow  a«l(-ful (tiling.  AotlaM 
br  tandma  Inctaaalng  Intaraat  lataa  vlll  balp  pceduo*  tba  Inflatiea 
tbay  pcadlct.  Tta*  cUk  axcua*  l«pliaa  tbat  (utuc*  landing  rlalia  will  bu 
ua  Miny  tlaaa  graatai  than  tbay  waia  two  yaaia  ayo.  Uali  aonM  ba 
gcaatat  only  It  tba  futnia  cllaota  and*  landing  aoc*  rlaky  or  la«daia 
lant  to  a  olaaa  of  boicowia  conatltutlng  blgbar  ilaka.  Mltbac  taaaoa 
•siata.  Ma  tact  tbat  intacat  rataa  on  eoaaarelal  landing  hava  eoaa 
down  vltb  tba  daccaaalng  prloa  rata  auggaata  tbat  tba  tutura  ell>at«  ta 
not  aoca  rlaky. ''  Jtnd,  aa  tba  mm  yock  aurvay  dMonattataa,  llMlac 
bocroMca  aia  not  aacvad.  Kaduoad  qualltleatlOM  did  not  folio*  foe 
pacbapa  140  ot  tba  sao  landing  laatltatlona  to  Ban  Veck." 

A  third  aseoaa  toe  paralatant  blgb  Intaraat  lataa,  tba  blgb  ooot  of 
tnnda,  alao  falla  ondac  wrutlay.  Laodara  allaga  tbat  tbots  tnada 
avallabla  (oc  landing  aoad  to  eoM  trea  paaaboofe  aoooaata  oaotln*  St  bM 
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not  COM   trcB  Bonay  awlict  fundi  eoat  •i.'*     in  (ACti   aoat  fimdm  lurd.  " 
to    c«aa    fioa    laiga    mctllicataa    of    deposit    (Ciwl  •  Ik*r    now    ooaa 

fioa   aon«r   nackat    tunda   vbleli    aia    obaapat    than   CM,    ao   tba    coat    ol 
borrooad  lunda  baa  900*  dom. 

A*  laat  axcuaa  landara  >alia  la  th*  tacaufint  of  put  loaaaa. 
Bxlatlng  boccoHara,  abo  quallflad  tor  ccadlt  undai  tba  old  tataa,  auat 
now  pay  a  blgbai  Intaiaat  rata  on  [•tlnaaelaga  ao  tbat  landara  can 
raooup  paat  loaaaa.  not  only  la  It  uofali  to  Btk*  outrant  boirovaia  pay 
tat  paat  loaaaa,  tba  powac  of  landaia  to  focoa  boirotwra  to  pay  toe  tbla 
daacnatrataa  tba  fallacy  of  ooivatttlon  In  aoat  ocaanaar  eiadtt 
■ackata.  ma  Inequity  ta  a  naaaiua  of  lack  of  ooapatltlva  banaflt  to 
hwlaaa  boccoaata.  Altbougb  Bajoc  landara  could  ooapata  on  tntataat 
tataa,  tbay  pratar  an  'Inforaal  agraaaant'  not  to  cut  oonauaar  oraalt 
■prloa*.  In  ordar  to  laeoup  paat  loaaaa,  aa  tba  Induatry  puta  tt. 

Itnia  laaaln  too  poaaloilltlaa,  apart  troa  prof It- taking,  tbat 
■igbt  aaplatn  blgb  oonawn  Intaraat  rataa.  Pltat.  oradlt  sard  ftaoda 
ara  locraaalng  aaikadly,  aa  organlaad  crlaa  and  naaa  production  wathoda 
ara  coalng  into  sogua  wltb  eountarlaltara.  Samt  Inatltutlon'a  oeata  ara 
doubtlaaa  up  bacauaa  ecadlt  oarda  aia  oaay  to  faka,  and  wltb  aarcbant 
collualon,  axlatlng  author taatton  ayataaa  ara  too  old-taablonad  to 
pcovant  loaaaa,  onttl  praaagtton  altara  tba  oontraotlng  powara  ot 
landaia.  tbooa  loaaaa  cannot  ba  i^waaa  on  tba  iMidlaf  vlctlaa.  ao 
tlwy  aia  paid  by  borrowera  InataU  ol  by  tba  bank's  oanera. 

Banfca  ara  alac  altariag  tbalt  gaogtapblo  looatieaa  and  Htbods  oC 
doing  bualaaaa.  tbaaa  ebangaa  ganerata  larga  loaaaa  (aa  branekaa  •to 
cloaod)  and  apaclal  axpanaaa  (aa  naw  boainaaa  vanturaa  aca  bagua).  Laek 
ot  ooivatltlon  allows  landara  to  do  tbla. 
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Vnoontrollad  conauaar  Ctadlt  met*  BocrairaiB  and  tvaryooa  ■!•• 

Ona  naad  «Bly  iaek  at  tha  nan  cu  Barkata  la  Ula  eooBtqr  to 
laallaa  tha  prioa  paid  bf  tha  antlia  aoonoay  tOr  high  coat  ocodlt  and 
for  unragulatad  'eiaatlva*  Ilnanclng.  Of  CMraa,  high  lataraat  lataa 
hava  dataiiad  aany  oar  biqraia,  atnoa  tha  vAtela  ia  tnadaiad 
nnaffMdabla  by  ita  financing  taiaa.  in  tlaa,  faoar  bocrowaca  vlU  b» 
(oolad  any  longar  by  tha  low-aaaaing  Intaraat  lataa  etfatad  hy  daalara 
and  aeaa  oaptlva  tlnanea  oeapanlaa,  aa  thay  trou  to  oadaiataBO  tha  oaak- 
pcica    aubaidiaa    that    aak*    aany   autMWblla    Intaiaat    lataa    dacigtl»»ly 

K  giaat  nany  coniuaat  cradlt  aarkata  at*  ncMt-copatitlva  too.  SM 
city  of  Chicago,  foe  aaanpla,  ia  nan  Topoctlng  uaad  oar  intaiaat  !■(•• 
in  azcaaa  of  SO*  APR.  Kara  lendoia  In  aaaich  of  highar  paollta  ara 
nalng  tha  loanahaiklng  tachnt^uaa  lacantly  lagaltaad  tn  lUtnoia  to  pa«y 
upon  tha  unaophiatleatad,  Innar-oity  dif*ller>  Ona  flnda  no  eoafoct 
vbotaoavai  that  tha  affluant  auburbanitaa  hava  aaan  only  Bodaiata 
Inoraaaaa  on  thalc  ciadit  eaida  and  aacond  antgagaa.  Slallaily,  tha 
aetlv*  coapatltlon  for  tha  affluant  faocioiraT  by  non-tHUililng  ln«tltutl«aa 
auoh  aa  atook  brokara,  ia  laaatailal  t«  tha  aaall  (ainar  «c  wecklog 
pataon.  untouchad  by  nan  oopatltion.  indaad.  It  mug  t%  that 
daiagulatlon  baa  libaialiiad  oonamar  funda  ts  a  point  that  oactain 
■•^•ta  wa  talattvaly  diaadvantagad  aftar  intaraat  rata*  at*  lUtad. 

Ctadtt  Barkata  aia  not  tha  saaa  aa  buyat  and  aallw  bwgaiaa  t«r 
tha  Ml*  «t  gnoda.  Dnlika  buying  aoap.  otadlt  ■••Uaca'  otth  «Hk 
•vailabla  will  ,not  loan  to  orary  bocrowar  Mho  ia  willing  to  'pay  tha 
pctoa*.      gbaro    ua    ataava    tboaa    iriw   «•    aoniwinal ly    or    o^aotlvaly 
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anqu»lt(l«d  to  bociov  *m*  tbui  th«r  ua  «uti«Dt  owning.  S>«b  If  tka.- 
ov*i~ut«ida4  boirawac  vlabaa  ta  pay  high  prl««s  Coc  furth«E  d*bt> 
tatloncl  landwa  otll  dm  offai  ciadit  to  tfaoaa  ubo  an  MgoalKlad  tv 
raaaon  e(  ovar-aataaaien  oc  otbai  bigb  ilaka.  Dnlika  aoap  gclcaa, 
intaraat  rataa  (and  ilak  pcialiBa)  oannot  oantlatta  to  aaoalata 
tndatln  Italy.  And  Ijioiaaatag  Intaraat  ehaigaa  dlraotlj  Jaotaaaa 
boctowat  qualtficatiooi  tba  bigimt  tba  ilak  praal«,  t^  battu 
qualKiad  tha  beciovar  auat  ba  to  afford  it, 

Conaldar  tha  ayataBatto  d^artnia  of  aoat  national  flnnnoa 
e^panlaa  froa  tha  ^11  loan  wukata  foe  Hfaloh  thai*  high  lataa  vara 
originally  lagaliaad.  In  tha  paat,  lagialatln  llaita  an  FMl  aatata 
oollataral  and  otbai  abaaaa  pcavantad  baxafnl  aaotto  flnanolof 
•ccaDgaaarita.  Aa  a  raautt,  eaplt«l  mm  attcaetad  Into  aaaU  leas 
(Hukata  bacauaa  profit  aacglna  vara  ralativaly  atuaetlva.  Aa  tntacoat 
lataa  In  aacond  Boctgaga  landing  loornaaad.  flnanoa  cmvaalaa  and  otbar 
andata  found  it  tai  aoia  attiactlva  to  land  to  boaa  OMiaca.  Aa  a 
[•aulti  thnia  la  laaa  Bonay  avallabla  foi  botioawa  iifao  do  not  am 
hoaaa.  Datagulatlon  baa  laigaly  diaaantlad  that  balaaca  batwaan  tba 
iBtaraata  of  dlffaiant  baranara.  Innai-olty  dvallaia  Buat  natf  pay  *t% 
«c  sot  AM  or  do  without  nadlt  altogathar." 

•ocrovaia  Mt»  alao  hagiimlng  to  raatlaa  tbat  aBtaHbila  (Inanolng 
la    no    loogai    llaltad    to    Ita    old,    laliabla    tsaaa,    and    ooatraMa    Bay 


daiagulatad  ttataai  bacrowara  bava  glvaa  aaeaod  Boitgagaa  an  eoUataral 
en  autoaoUla  loanai  or  algnad  *aiiabla-iata  autoMkilla  notaa.  nay  ara 
B0«  diaooiarlng   t«  thali  boccoc   tba  ooata  and  ilaka  thoy'w  aooaftod. 
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IMK    calluo*    en    tin    nt*    and    ataU    nnniiiair    pcotMtlaM    Imm    t».*- 

protaet  than  «aa  alaplaoad.  Itia  raaaltiag  dafaulta  and  bankcaftolaa 
■aka  tl>a  aarkat  Aansarevalr  umnckabla. 

And  infocsatlon  In  ctadlt  aarkata  la  of  tan  tarilbly  Inooa^ata, 
aapaolalty  as  tha  frutli-in-Landiag  doaa  not  daactlba  waatlva  f  ■—- ■*t 
piopatly,  and  varloua  fscaa  ol  datagulation  parait  lavallsad 
adaTapcaaantatlona  that  waia  baratafoca  onknoira.  A  bar  of  aoap  taday  ta 
aaaantialty  tlia  aa>a  aa  a  baf  of  aoap  wan  tao  yaaca  ago,  ao  that  tarw 
oan  avaluata  tha  piioa-valiM  calatiowhlp  atMO  Making  ■*■>  metf 
puccbaaaa.  But  a  ear  loan  today  li  logally  uallka  eai  loaoa  In  IMti 
bacauaa  a  varlaty  ot  abuaaa  Hhloh  aaad  to  ba  tllagal  havo  aiaea  b«a« 
paiBlttad  again.  Aa  a  r«ault>  buyaia  abould  not  ai»i»aa  tM 
Giodlt-oonttaot  la  tba  >«aa,  aa  bafora.  Mangr  do,  ts  tbalt  luac 
dlaappointaant  and  aapanaa.  DnfMtnnataly,  tba  atata  dlaoloanra  Imim 
and  tba  fadaral  Truth- In-Landlng  Mt  bava  taitad  to  kaap  pai»  or  Aow 
■any  of  tbaaa  diffaranoaa  to  faorioitara.  At  all  lavala,  rinanplal 
tagutatora  bava  attar ly  tallad  to  atandardlia  tacatnolofy  oc  pcloa 
calcalatlona,  ao  that  thara  la  no  practical  «ay  to  laallaa  tba  eruelal 
dlftaranoaa  batwaan  tbaaa  saw  laatroaanta  and  tba  old  ooMttaeta. 

Tfaaaa  aatkat  Inadaquaclaa  alao  aaan  that  tbata  la  no  pcaotlaal  aagr 
to  ooapata  foe  tboaa  fti  laadaca  tbat  do  Hlab  to  oHar  tbaic  boctOMca 
bonatt  valooi  alnea  tba  boiceoaia  ara  viitnally  pcavaotoo  trtm  abawlng 
by  tba  Htab-wab  Ineoafatablo  infWMtlan  tbat  U  pro*ldad  ■«■■  *■ 
oioelal  tcaoaaotionai  aoeb  aa  h 


pioaaptloa  being. 
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noaa  hIki  ondaiatand  th*  tmcroiMra'  nmti  iiouU  d«l^  (urtbw 
fadaial  praaaptlon  In  ord«r  to  piasacr*  tb* '  lifMtant  atmta  lol*  In 
ctadlt  pio  tact  Ion  and  to  study  tha  aaaalva  piaaa^lon  aliaady 
andartakan.  '  To  tha  aitant  that  InfacsatlM  t*  •■•llabUt  than  na  t» 
ba  daap  problaaa  In  anfaMarkat*  Ilka  Chicago,  •  ganaral  failnn  et  tha 
pro^H  of  l^Eorad  avatlabilttr.  «bl«h  juatltlad  tha  orlvlnal 
daiagulatioo  aiqiailaant  in  Maw  Tock.  Md  lata*  do  not  follow  tha  aonar 
wrkat. 

It  la  crucial  to  atudy  thla  aobjact  In  a  aoca  ayataaatlo  vqr  and  wa 
luga  tha  Sanata  to  l^anal  a  na*  >atlon«l  Coaaiaaioa  on  Coiwuaai  rlnaoM 
In  oidai  to  atudy  and  raeoaaand  tba  tutiua'  oouraa  of  fadaral 
intarvanttOD  In  atata  eonauBtc  oiadlt  lav.  «t  aainaatly  baltav*  that 
tlia  axiatlng  daragulatlon  axpailaanta  Is  tha  aajorlty  of  tba  atataa 
iniolva  varying  dagcaaa  of  Judgaant,  iriilA  naada  ttaa  to  ba  uadaratood. 

It  la  alao  a  turlbla  aarkat  ilak  to  praaapt  atata  eradlt  aaikat* 
CBitlnrt  bocauaa  of  tha  twaoll  and  oc^Mrelal  Kipvaaa  that  ttat 
ccaataa.  it  tha  wuiy  allllon  dollMi  of  coata  aaaoclatao  Hith  laoaac 
ooapllanea  with  na«  Bagulatlon  >  aro  typical,  tba  laodlDB  induatcy 
tiaquantly  Blacalculataa  tha  coata  it  faeaa  aa  It  aaka  foe  tha  law  to  ba 
abangad.      Bad  brcrovar    raquaat*   to  !•«*■   trutb-in-Landl xg   anaiBplUtad 
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b«*n  tellowad,  bondrada  at  aiuleaa  of  dollaia  wooU  alao  ham  ba««.' 
■•vM,  and  bocioiAts  nouU  Iwv*  battar  quality  InCacaatlon  vltb  abicft  to 
•valuata  tba  imh  landing  artaBg^Huita  Uwr  auat  ii*a. 

Bacauaa  abopplng  Infoiaatlan  la  no  pocu:  and  ao  Many  oofiaMwat  ecadlt 
■atkata  aia  ao  laofclog  In  coapattttont  any  ptaaaprim  affoct  ^Mt 
Includa  ayataaattc  Inprtwaaiaata  in  tb*  oradlt  ooata  dlacloaota  law,  and 
a  ccapcahanatv*  todacal  rnnauaar  oradit  pcotaotion  latr.  Ra  iaiM<MMad 
th*  adoption  of  tho  Mlaeooaln  Conawwr  jut,  aa  tha  faOaral  pcuoqutalta 
of  any  tnrtlial  ccnaii— c  uaiuy  praoaptioo. 

W*  alao  tblok  that  OMadaanta  ara  naadad  to  Inaura  tbat  tba  Ull 
pioaarvaa  tboae  oooauaa*  pcotaettooa  Mblob  tM  juialyila  dm>  falaoly 
elalaa  tha  bill  praaatsaa.  Ona  auch  MnndMwtt  muld  b*  to  pcaaapt  ooljp 
obaigaa  vtaaad  •>  tloanca  olwrga  undai  tba  nutb-ln-Londlng  Aet.  taoK 
liattad  pia«i«tlon  Mould  naak  tar  laaa  dawga  to  atata  law  than  tba 
ptopoaad  blU. 
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IIw    autboc    of    tfal*    atrntcauit,    tt*    Mtional    ConsuMU    Lm   Cantar, 
(ICLC')    waa  ■■tabllabad    In  l»n    to   landar    lagal  Md   ai^act  aaaU 
•ad  BUOTMt  on  mcian— r  ciadit  piotacttoa  lam  and  otbar  o 
to    tha    Boia     than    C,PM    attomara    nho    pcovld*    la«al 
low-lnceBa    paopla    tlirougb    ptoqtmm    (iindad    oMac     tlw    l 
CmpoiatlaD. 

Sa«  Pait  VI  and  Rot*  30  auggaat  apaeific  aaandaanta  to 
oooanaaE  protoctloo  Intant  axpraaaad  in  tha  Aoalyala  buk  I 
bill. 

:    ftdvlaocy    Couocll 

Vav  rwk  TlMa,  3/17/Sl  at  AIS. 

Dlaeuaaad  In  Part  II. 

akara  think  lotataat 
t  t. 

7  no  obaarvatlon  waa  aada  by  an  uanaaad  'financial  aaga't  iibo  waa  lapoctad 
to  hava  obaarTad  that  tha  daiagulatloo  ol  conauBai  oradit  aanuitod  to  • 
rapid  ratnvoBtlon  of  Bany  of  tha  landing  pattarna  trtileh  eauaad  auch  ooa 
during  tha  Ciaat  Dapcaaaloa.  fj^  culUana.  vaclabla  Bata  Ciadit,  37  tha 
Bualfiaaa  Lawyat.  1293  fU*l)' 

«  MBhlngtOB  Financial  Mporta,  April  4.  1*13,  at  ITS.  Tha  aitaagacB  vara 
racontly  aaaqptad  froa  tha  tiuth- In-Lending  Act  fay  Congieaa.  As  a 
raault,  faociowaia  laceiT*  no  TIU  diacloauia  ot  aucb  tcanaacttooa. 

i  SM  U  D.I.C.  f  UOl  a£.  Bag.  IISIO)  and  Ragulatloo  l,  12  c.r.K  rart  22* 
(1911 1 .  no  TIU  taqulraa  only  that  tha  Initial  lotaiait  rata  andat  a 
variable  lata  note  need  be  diaeloaod.  A>  a  raault,  borroiroiB  do  not 
raallie  how  quickly  rataa  can  fo  up  oi  that  tha  rata  can  ba  Incraaaao  on 
old  extanalona  rathac  than  juat  on  futuia  extanalooa. 

ID       43*  D.S.C  2»   fU?l). 


Bugb  title  Vllt  ot  tba  1*B3  Dapoaltocy  I 

U      Cren  Arkanaaa  dm  bUom  1T«  oaaauMT  dabt. 

14      Jss  Ooograaalonal  Kacord,  0)34   (bottoa  «t  (liat  colun)    {MaiA 
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IT  Itm  KM  Tack  atudy  la  luuyatMBtic,  •••  nota  21  bale*.  Mt  It  alao 
dlatocta  tha  Italtad  InCocBatloo  gathaiad  by  ovai-Baoaialtslag.  It 
auffaiB  Irca  loo  caaponaa  lataa  foi  aajoc  Inatltutlaoal  tnaa,  and  do 
affect  waa  aoda  to  dataralna  vhathat  tha  blaa  In  thoaa  iibo  tapoitad  «•• 
lAaia  tbara  waa  aoaa thing  'good'  (lo«ai  tatoraat  rataa,  llbarallMd 
oiadlt  quallf  icatlsa) ,  ao  that  tlM  aaapla  naad  nndaiaatlBataB  tba  baiati 
laiiactta], 

■l^l*  BnragM  aia  uMd.  ao  tfcat  Cltlbank'a  Ut  aaod  oac  WK  la 
aqually  valghtad  with  laiA  of  vaa  lork'a  U.S«  JtPS.  ■««■  tboogh  tba 
foraiaT  ta  MOI  tba  ataa  «t  tba  lattar,  wltb  parbapa  ■  tlBaa  Boaa 
auto-loan  boitowaia.  tba  alapla  avaiaga  of  thaaa  ttio  JtPBa  ia  U,7Stt  but 
t*«n  '  aiaa  la  takan  into  aocoait  tha  naightod  avaraga  la  a  Maca 
rapcaaantatlT*  II. Sit.  in  thia  my,  tba  ebacta  oa  'avacaffa'  cata* 
onOaiatat*  tha  llkaly  ooat  of  ciadlt  la  wan  xork.  Nac«e<r«r>  MtMrvvac 
SOaalbla,  tta*  lowaat  availabla  lata  sea  choaan,  auofa  ••  tba  W>a-y— T  old 
oai  flnanoad  by  an  aitlatlng  bank  cuateaair,  iifaara  tba  alapla-nraiaga  (aca 
la  (oc  tba  nlna  rapoctlng  banka  In  Kwaaber  1H3  !•  17. St,  vbila  tba 
■atkat  foi  uaad  cara  la  d^inata4  bt  car*  3  raaia  old  and  aoia  flnanoM 
by  nav  bocioMra,  for  Mbes  tba  araraga  rata  la  1»,1*%  WB.  fa  Xafala  •. 
but  ecMpaia  Chart   S  which  oaita  tbla  raault. 

I^oitant  ciadtt  eoata  ata  Ignocad  in  tha  Oaita,  prlaaclly  tba 
additional  faaa  addad  to  aoat  ciadit  cacda  and  tba  uaa  of  Intaraat- 
piapayaant  '(olnta*  in  aacond  Boitgagaa.  whan  tha  polnta  addad  bg  mm 
loik  city  banka  aca  includad  In  tha  waa  (•■  ttaay  should  ba,  but  Kara  not 
by  tha  Banking  DapattMnt),  a  U.SI  rata  baooMa  a  aosa  aoonrata  li.STt. 
1ti«  uaa  of  araragaa  without  tbla  adjuat>ant  aaana  tba  ooata  of  aarrwl 
■ortgagaa  and  cradlt  oaida  ara  andatatatad. 

mo  attaspt  la  »ada  to  aaight  tba  ooata  by   aaaamaa  of  aarfcat  alaa 


Itia  Knalyaia  that  auggaata  pcoaaptloo  *dosa  not  aatand  to  atata  ODnauaac 
piotaetlon  lawa  that  daal  wltb  laatiietlona.  llaitatlona,  and  piefalbitlan 
againat  oar  tain  typea  of  nadlt  activity  ahioh  ata  naralatad  to 
•Duaacatad  ebargaa  aaaaaaad  la  oonnaotUm  with  a  oiodlt  tranaaotloa*  oaa 
ba  aaaily  ■iauadaratood,  shat  atataaant  la  trua  only  In  an  aatiaaaly 
nacEOW  aanaa,  in  altnatlena  «f  doubtt  tba  ovaibroad  pcaaaytlan  languaga 
appaara  to  ovanlda  aoat  atata  provlalona  la  tbla  oatagocy.  Including 
■oat  of  tha  aaaaplaa  apacifloally  in  tba  Analyala  aa  pcaaacvad  (rea  tbla 
fadaral  Intactacanca.  rh*  following  nlaa  aaaaplaa  ara  typloal  of  tba 
Bia^tcb  batwaan  announead  intaot  and  loglalativa  labgaaga,  a  paoblaa 
whlcA  baa  pataiatad  alBea  tha  IMl  lavlalona. 
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toaolBBton        (ifiitat 

piotactioas.    can   b« 

froa      tadaral       Itii,       auu 

dooE-to-dooi     aalaa     Ibdb,     Cm     maBpla,     an^ 

loana  aia  wrlttan  purauant  to  ■  ■pscltlo  atata  atatata, 

and  ara  not  ganatally  availabla,     TlMiafera,  landaca  ■!» 

ulab     to    avoid     granting     rawiaaloD    rigbta    do    ao    by 

opaiitlng    undac    anotbat     atatuta.      In    Boat    altuatiooa 

tbaaa  apacUlliad  uaiuy  atatutaa  ara  not  ■andatoiy,   but 

paralaalvai      in     i a turn      tot      lagallalng      high      intacaat 

lataa,  landata  agiaad  ts  oontoca  to  eonauaai  protaotlaoa 

not    laqulrad    iindar    tfaa    ganaral    uaury    l«aa.      Nhaia    tba 

ganaral    uauiy    calling    la    ptaa^tad,    Baay    landaca    no 

longar    naad    to    do    boilnaaa    undac     tto    atacuta    aiilch 

contaload   oonauaar   pcotaotloa,    alnoa   attatavac    lat*    UmT 

Hlab    to    cbooaa   say    now    ba    lavlad    poiauant    I 

undai    tba  ganaial  naiuy  a 

pcotaotlaoa    In    tbam,      Llconaing   a 

auota  pcotaotlooa  la  tba  ascaptloa. 

Landara  obllgad 
raaclaalon  atatuta  atlll 
lagallaatloo  of  tbatc  oiadlt  pcactlcaa  to  avoid 
laaclaalon.  ibidac  pcaa^tloa  alraa^r  In  placa  'boualng 
ecadltoia*  mtbin  tba  Mnuilng  of  ttw  Maanlng  of  tba  Ui2 
Dapoaltoiy  inatltutlona  bet,  naad  laapaot  only  tbaaa 
raaclaalon  rlgbta  binding  on  fadazally-tagulatad 
dapoaltoclaa.  Dndai  tba  naw  vadatal  floaa  Loan  Bank 
Board  Kagulatiooai  tot  axaiqila,  §•%  Motlcod  loiulag 
Ciadltora  aagardlng  bltarnatlva  Nortgaga  Tranaactlona, 
47  r.l.  1STJ3  (■ovanbat  IT,  1M3)  at  31TM.  •Jot  all 
otbar  caaldantlBl  laal  propaity  loana,  boualng  cradltota 
Utat  ara  not  con»areial  banka,  cradlt  unloaa  oc  (adaial 
aaaoclatlona  aca  autboilaad  to  antai  Into  altarnatlva 
■Mtgaga  tranaactlona  without  loatclctlon  on  adJuatBants 
to  ratti  payaant,  balanca  feu  tarn  ana  without  laqulrad 
dlaeloauia*         (ai^itiaala        addad] .  bacauaa        fadaral 

aaaoclatlona  ara  bound  only  by  tba  Tiutb-ln-lMidlng 
daclalon  lulaa,  ntata  piohtbltlona  againat  tha  uaa  of 
taal  proparty  aacurlty  to  collatorallia  a  eiodlt  aala 
■ay  alHady  ba  oiacildtfani  cartalnly  thora  ara  l*.'>cara 
wbo  will  argua  that  any  dlaeloaiua  of  any  clgbta  to 
caaoind  baa  baan  pcaaaptad  by  tba  languaga  qiiotail  •bo**. 

It  tha  piopoaad  pcaaaptloa  baooaaa  law,  tba  taat 
pcaaaptlng  ai^  llaltatloo  on  tba  contracting  foe  oo*acad 
cbargaa,  ovartldaa  that  pcotactlon,  alnoa  fay  oparation 
of  atata  law  paoaltlaa  or  ptnn  voiding  of  tha  oontiaot 
raault  if  tha  laaciaalon  la  not  pcovldad.  That 
ovubcoad  languaga  cmild  ba  raaorad,  and  a  apaolflo 
pcaaaoatlon  of  raaclaaica  rlgbta  wouU  alao  bo  In  oidai 
(parbapa  by  defining  ■oiadltm*  aa  only  tboaa  who  oc^ly 
with  Boeh  pcoriaioaa.  If  applloabla,  to  any  lanrtar  tb 
tba  Jurladlotlon. 
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A*  analyal*  alM  Iviapuly  •ogflsata  tiMt  Im—  llattloi 

atUCMy'i  (••■  iMuM  oootlnu*  to  anlyt 
pcaotim  tbay  Might  not.  Aa  Bbora,  attoiBay'a 
ara  lagnlatad  tHi  ■  atacut»-by-atatnta  baa  la 
typically  not  gaaarally  Italtad  '  la 
tcaaaMtlcoa,  but  only  by  apaclal  oonna 
•tatntaa,  Ka  a  caanlt  landaca  epaTattng  i 
ganacal  UHicy  Immw  wltbout  eallingB  auta  no 
•tatntocy  llmltatlona  on  attocnay's  taaa, 
t«  tba  aiatfltoi  fee  attocaaya'  aapanaia  aia  pcaaavtad  aa 
■ooapanaatloB  paid  to  tba  oradttoi  and  ailaiag  «at  of 
tlia  oraait  agrMaant  or  tianaaetloa*.  Ipaaiieb  aa 
attornay  axpanaaa  la  twllaetlop  Bay  not  aclaa  'aolay"  aa 
tha  raault  of  tba  datault  of  tba  dabtoc,  tba  attocaay'a 
faaa  ll«lt«tion  la  not  pcaaacTad  by  that  MiTtBg 
languaga.  Taciuiloally  a  omtraot  vltb  an  addltlcoal 
ptaoondltloo  to  attocnay'a  faaa  liability 
la  tall  iMitalda  tba  of  tba  aavln 


languaga  «aa  radiattad  In  ocdai  i 
arlalag  In  part  or  ralatad  to  anot 
■tght  atlll  apply  bacauaa  attornay'a 
atlaa  naOai  oo^Mn  lav  oc  atatata  indapanoant  i 
■dabteca  agraaiMnt*.  Caitalnly  tbara  vlll  ba  : 
olalBlng  lllagal  attorBay'a  faaa  aba  will  aaouaa  tbaU 
aot  by  aaaaitlnt  tboaa  atata  proilalona  to  bava  baaa 
praaiq^tad)  axpllolt  aaaateanta  wtll  ba  aaoaaaari  to 
avoid  tbla  aWlgulty  nban  congraaa  ocoi^laa  tba  flold. 

It  raaalna  to  ba  aaan  vbatbar  lava  Itbitlng  abaigaa  tbat 
■qr  ba  aaaaaaad  toe  raaolving  arrora  avoid  (aaavtiaai 
alnea  tboaa  ebargaa  aia  alao  'ooivonaatloa  paid  to  tba 
oradltoc  arlalng  (raa  tba  tranaaotloo  f or  tba  oaa  oC 
oiadlt  oi  oradlt  aarvloaa't  and  aa  arma  do  aot  ariaa 
frca  any  dataolt  of  Uka  oontraot  by  tba  d^tor.  Again 
an  azpllclt  aaand— at  aoiild  na  aaeaaaaiy  voold  ba 
naoaaaary  to  avoid  tbla  raanlt,    tba  alalaadlng  Analyala 


Ilia  aiaatataaant  In  tba  Afialyala  raapactlag  tba 
aeattBoaaoa  ot  a  -"'—  rata  foe  raal  pcoperty  laadlng 
appaats  la  tba  aaia  taat.  gtata  law  pcoblbttlng 
oollaotloa    aotlvltioa    on    hlgta-    rata    tranaaetlona    baa 

•     aaM     Uballbood     tbat      ' 
pciaagitart     by     tba 
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aigramt  that  auoh  •  Mt  «u  a  Itaitatton  on  tht  aaiinw 
of  contracting  toe  high  Intaiast  rataSt  and  tbi» 
pcaa^tad  by  piopoaad  aactlea  SJl,  it  ia  apvcoptlata 
that  aueh  pcaaaptlona  not  occuct  but  tba  Biaftua' 
tntant  aa  anoouncad  la  tfaa  luialyala  1«  Dot  obaarvad  In 
tha  pccpoaad  taat.  Again  Uia  ptaaapttcn  of  'unt  limit 
on  tha  nannai  of  conttactlng*  abouU  bo  axclMd.  and  tbo 
apaclflc  piaaarvatlon  of  dabt  oollactlca  pcotactlcoa 
■■da  azpllolt. 

Stata  lam  that  caatclct  rabata  rulaa  1*  tiM  aoant  Of 
prapaynant  of  piaco^utad  cbargao  aia  alao  at  rtak  of 
piaaBptlen  In  tha  pcopoaad  toxt,  avaa  thougb  that  la  not 
tha  announcad  Intent  accoidlng  to  tha  Xnalyaia. 
Pcaco^utad  Intacaat  la  olaarly  a  *co*arad  cbarga*  ubieii 
Bay  ba  'racalvad*  In  tha  foe*  of  a  pcapayaanti  aboold  a 
btaramn  wlah  to  teinlnata  tba  loan  obllgatten  aaily. 
TO  tha  oxtant  that  a  atata  atatuta  laquliaa  a  labata  In 
thla  aituatlon  It  la  axpllcltly  Uniting  tba  awMint  of  a 
covacad  cbarga  that  Hy  bo  racalvad,  and  thua 
piaanptad.  A*  a  rtault  tha  piaaaivatloo  of  raoata 
piotactlona  raquliaa  an  aapliclt  anan^ant,  porha^  ia 
tha  focn  of  natrowlng  tba  daflnitlon  of  oovarad  cbargaa 
to  tboaa  Hhleh  hava  baan  aainad  puiauant  to  an  actuarial 

IBlO. 

pcohibitlona  of  piapaynant  panaltlaa  avoid  praaaption  in 
a  taw  olicuaatancaB,  but  are  not  bcoadly  piaaaivad  aa 
tba  Analyala  auggaata.  kaaunlng  tha  landac  baa  no 
option  bat  to  folloa  tba  atatuta  Mntatnlng  ■ 
prohibition  on  auob  panaltlaa,  tha  panalty  wwld 
oartainly  Im  a  fon  of  ooaponaatlon  paid  to  tha  madttoc 
and  ailalng  troa  tha  tiaoaactleo,  ao  that  tba  atata 
language  la  ll>ltatloa  on  a  oovaiad  cbarga  ganarally 
^aanptad.  It  falla  within  tha  aavlng  languaga  foe 
dafault  ebaigaa  only  it  tha  panalty  aTlaa*  aolay  (roa  a 
fallura  to  coaply  wltb  tba  teiaa  of  tba  contract,  vhloh 
la  not  tba  caaa  In  an  ordaily  prapayaant  paclod.  Again, 
apaclflc  anandaanta  muld  ba  noadad  to  avoid  praaaption 
baycnd  that  Hhlcb  tba  Diaftara  intand. 

Baquiraaanta  that  oootiacta  nan  plain  Bngllata  ought  to 
•void  praaaption,  but  it  dapanda  on  tba  atatutoiy 
■oobaniMi.  10  ca«aa  of  vaitabl*  rata  oradlt,  fee 
wuapla,  tba  atatuta  vfaieb  paralta  tbia  atyla  of  landing 
■ay  laqulra  dlacloauraa  that  are  Eoapiahanalbla,  Mich  aa 
do  tha  fadaial  ragulatiooa  on  tba  aubjact.  A  contract 
lacking  plain  languaga  la  prtauaad  by  anoli  a  rula  of  law 
to  lack  Butuality,  and  atght  uulllfy  tba  oootraot  abao 
itle.  Mai*  tbia  tba  lula,  lucb  a  piovlaien  bac^aa  aa 
obviooB  lialt  on   tba  aannar    of  ooatiaotlng    for   oovarad 
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b«  MAtraoMd  fee  It  tkl> 
To  Mold  praavtlag  tbasa 
provlalons,  tb*  o^ratlv*  ol  pcoposad  ■  911  HMt  b* 
MctoMd,    and    an   axpllolt   pcMccTit: 


20. •  n*  MB*  aoit  ol  Mlaaiteb  batvam  tb*  ocaftMi* 
and  tb*  Boop*  ol  tltlm  ovirbroad  atatuta  cmx 
virtually  all  tb*  iWHtntng  axavl*  piopoaad  I 
Aoalyata.  In  vlitually  all  Inataaoaa  f 
ftnmptlea  in  tb*  bill'a  Msc  orairtdaa  tb*  ttat*  l«t> 
provtalcoa  Hblcb  tb*  Analyala  bopas  will  ra^la  1> 
plac*.  lv*B  tb*  llcanclog  — rtunlaa  la  waak,  aloe*  »Mr 
Btataa  <>■•  ayatsa*  otbar  tbao  fOnHl  lleanalng  to  llak  ' 
oonauB*!  pTotactlooa  to  loana.  in  Maaaachuaatta  tbar* 
ia  a  301  UBury  oalllng  foe  aon-tloaaeial  Inatltutloaa, 
■hlch  Buat  ba  obaarvad  unlaaa  th*  Attccnay  Oanaial  la 
(oiBilly  not  If  lad.  Ala  notloa  raqulr— ant  a  fora  oC 
llcanaina,  and  ao  doaa  not  oariy  wltb  It  tb* 
piaaarvatlana  In  tba  pcopoaad  daflnitloB  of  pcaaaptlon- 
banafitad  ctadltor.  Itila  notlflcatieo  raquiraaant  la 
thua  apparently  p£a*^t*d,  tbua  lagallalnf  cilnlnal  loan 
ahaiklng  In  tba  Cawnrwaaltb. 

to. 9  Finally,  ooaaldei  tb*  asblgulty  r*«ardl(«  Stat* 
Inauianc*  i*«ulatloaa  llaitlng  paraiaatbl*  rataa  oC 
cradit  InauiaDe*  piaaluaa.  n*  Maftaca  Intand  that 
thaa*  ragulatocy  pomra  laaaln  In  plan,  but  b*l«  MM 
wtlttan  tbalr  prac^tian  to  avoid  cvarrldlag  tbla 
■achaniaa  too.  Ciadlt  lasuiane*  1*  doubtlaaa  a  etadlt 
aarvlc*  arlalog  out  of  tb*  tnaolt  agraaaant,  ana  tba 
ccaaiaaloB  and  aMpanaaa  paid  to  tba  craoltoc  a* 
Inauianc*  agant  ar*  ooapanaatloa  ifltbla  tb*  aaanlng  of 
■covarad  chargaa*  «T*n  If  otbar  poctlooa  of  tba  pcaaliM 
■I*  not.  At  laaat  to  tbat  axttnt,  tba  plain  languag*  «t 
th*  piopoaad  piaaaptlon  ovairulaa  any  atata  poHoi  to 
lialt  tb*  1*T*1  of  that  ooivanaatioB.  to  vlaw  tb* 
languaga  othanla*  nould  raqiiiia  tba  ptopoaafl  f  Ul  ba 
nuiowad  and  tb*  d*flnltlon  of  oo**c*d  tbIfM 
■ubatantlally  i:*atrlct*d  fro*  Ita  pi*B*nt  ton. 

Tb*  oa*.  and  aapbaala  of  HOT*Bb*r,  1M3  atatiatles  ia  asttai 
■lalaadlng,  aa  It  lacludaa  a  aaall  nuabac  of  laatttutlana  «ttb  bo  aaai 
of  tb*  ad*qBBCy  of  buA  a  aaaatngly  dlatocttonst*  appcoaek.  Ivan 
Initial  Bailing  ws*  Oowbttnl  as  to  t*tall*TB  and  auM-daalatat 
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Koho,  Carlo  and  lay*,  *Ri*  relet  and  Availability  of  Conauau  Cradlt  In 
Mw  reck  Stata*  OM*  xeck  Otata  Banking  Dapartaant,  Mcaabar  1M3).  at 
13.  callad  'IMw  lock  Ciadtt  Avatlabllitr*  baraafMt. 

Naw  Teck  Cradlt  Xvallabllltr  't  40-41. 

■aw  rock  ccadlt  Availability  at  4*. 

kn  lock  ciadlt  avallablll^  at  57. 

IMw  lock  ciadlt  Avallabillq  at  43. 

kn  lock  cradlt  Avallablll^  at  47. 

Maw  rock  ccadtt  Availability  at  70. 

l.SG.  Fadacal  Baaacva  Bnltatln, 


On  tba  conaarvatlv*  aaauaptlco  that  ravolvlng  Mbta  can  b«  copalo  In  14 
■ontha  without  fuctboi  cata  Inccaaaaa  oc  additional  dabt,  44  billion 
dollaca  at  141  APR  coat  tU.ssT  bllllan  In  flnanca  chargta,  iftaich 
lM!caaa«a  to  114.444  billion  at  19.11  APR.  Adding  2  yaaia  of  antra  (30 
(•«■  on  3C4  ■llllon  accounts  la  uiothar  f 5,340,000.00.  Tha 
aaauaaa  an  avacaga  balanea  of  (900  and  that  SOt  of  oaidboldaia  pay 
full  avacy  aontb. 

AMilean  Financial  Saivlcaa  Aaaoclatlon,  Ccadit  Haak  (Match  34,  UI3) . 

>aa  tba  coat  of  Cunda  diart  at  Appandlx  I  haraaftac. 

■aw  rock  Ccadit  Availability  Study,  aupca  nota  31. 

»npca.  nota  11,  at  p.  3. 

§tff.   nota  U  p.  10-U. 
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rlanntry,  'Manlng  IMpoalt  Bate  Caillngai  lov  Will  Sank  fiotlta  PaiaT',. 
Bualnaaa  MTiatr  (FU  of  Phlladalptata,  Karcb/Kpill  1*11)  U  at  IS.  In' 
thta  study,  ProtaiBoi  rlannaryt  an  acadmlc  advlaoc  to  tba  niladalfbia 
Padaial  laaaiv*  Boaril,  daacrtbad  ttw  'tallacy*  of  tha  vlaw  that 
IwgulBtlaa  0,   oi  dapoalt-aid*,  daia«iilatlon  muld  ba  paaaad  alcog,  aa  ta 

'...basic  aconcBlc  analyala  Indlcataa  that  taifbu 
loan  lataa  will  tand  to  caduca  tba  dollar  vabM 
of  loans  on  banka'  boofca.  If  bankara  oonU 
inoiaaaa  total  loan  laranua*  by  latalng  catea, 
Mtiy  Hould  tbay  net  bav*  dona  It  aliaai^  Davita 
audi     raaaacdi     on     tba     aobjact,     tbaia     la     bo 

DatliD)! 

not  b**n  affactad  by 
daragulatloa,  and  notaa  that  'boiioifna  aio  alvaya  fraa  to  vo  to  oaabank 
landara  «bo  Hould  not  ba  affactad  at  all  by  Kagulatloo  Q  eatllBga*!  if 
dapoalt  rate  daTa^ulation  iiaca  to  h«*a  tba  affaet  elalaad. 

•allar  pra-pald  financing,  foi  axaaplo,  paraite  daalara  to  a4*artlai 
cbaap-aaaBlng  Intaiaat  ratea  tbrough  tha  darlca  of  Incraaaad  oar  piloa*i 
a  glacing  loo^iola  that  tba  Fadaial  Baaarva  >oaid  baa  lotuaaa  to 
coir  act.  radaial  SaaarT*  aoud  Itaff  raco^ndad  a  latoiD  to  tba 
original  fees  of  Kagulattcn  I  whlcta  pravaatad  tbla  dlatocttoa,  bat  tba 
Board  Bajarity  cafuaad  to  act,  forolng  avau  lagitlaate  oai  Clnanewi  to 
aaat  tba  copatltlen  by  adcyting  dacaptlva  piaotica. 

TMi  trrr^-  oontraota  aia  attachod  aa  kspandlM  I. 
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1101  ISthStTMt  NW 
I  VtathmgUxi.  DC  2000G 
I    202  331-0270  CsUkNATLISA 


J^rll  12.   19S3 

Honorable  Jake  Cam,  ClulTvaD 
Coaaittaa  on  Banking,  Boualag 

and  Urban  Affairs 
SD  5)A 

Dnlced  States  Senate 
Haahlngton,  D.C.   ZOSID 

Deat  ChalraiD  Gam: 

On  behalf  of  the  offlceia  and  neabeta  of  the  Katlooal  Savlnga 
and  Loan  League,  1  wish  to  convey  to  you  and  your  colleagues  the 
National  League's  support  for  S.  730  which  la  before  your  conittee 
today.   Inaanich  aa  the  bill  la  virtually  the  aaiK  aa  that  Intro- 
duced last  CongresB  and  no  uhlch  we  testified  Id  1981,  and  Inasauch 
aa  Che  Bembera  of  the  National  Leagua  reafflraed  their  support  on 
February  8  of  this  yeat,  I  respectfully  request  that  the  League's 
teatlBony  of  July  13.  1981  be  nade  a  part  of  today's  record  along 
uith  this  letter. 


Sincerely  yours. 
^iB  CoualuB 
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Tffstimony  of 
rrank  L.   Coffnan,  Je. 

Hr.  Chaicnon,   Hcnbecs  of  the  Subcommittee,   I  am 
Frank    L.    Coffnan,    Pceeident  of  First   Fedeca^  Savings  and 
Loan  Association  of  Haccison,  Arkansas.     I  am  here  today 
speaking  on  behalf  of  the  National   Savings  and   Loan   Laague. 

He.   Chairman,   last  year   the  Congress  enacted   the 
Depository  Institutions  Deregulation  and  Monetary  Control 
Act  of   1980    [PL  96-221),'  one  of  the  most  significant  finan- 
cial  institutions  bills   to  be  signed   into  law  in  fifty 
yaars.      Itie  purpose  of- that  legislation  and  many  of   its 
specific  provisions  bear  directly  on  the  issue  before  this 
Subcommittee    today. 

By  enacting   this  legislation.   Congress  set  in  motion  a 
six-year   transition  toward  a  more  competitive,    free  market 
environment  for    the  nation's  financial    institutions   In  whicb 
rates  paid   to  savers  by  commercial  banks  and  thrift   institu' 
tlons  on  all    forms  of  savings  will   be  set  by  the  market 
rather   than  by  regulators.      The  Congress  had  two  objectives 
in  mind— equity  for  savers  and  enhancement  of  the  competi- 
tive position  of  banks  and  thrifts  vis-a-vis  nondepository 
conpetitoES,   such  as  money  market  mutual   funds.     The 
Congress  recognized,   however,    that  the  nation's  savings  and 
loan  associations  are  not  able  to  compete  directly  with 
banks  in  a  free  market  environment  because  thrift  assets  act 
restricted  essentially  to  long-term,   fixed-rate  mortgage 
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loans  and  b«CBu>«   the  range  of  servlos  they  can  offer    is 
linited. 

To   iaprov*  the  competitive  position  of  .the   savings  and 
loan    industry  and  pecnit   It  to   increase  earnings,    PL  96-221 
provides,  anong  other   things,   noh  account  authority,   trust 
account  powers,  and  a  limited  authority  for  consumer 
lending.      The  new  law  allows  a   federal   savings  and   loan 
association   to  have  uj)  to  201  of   its  assets  In  consumer 
loans,   secured  or  unsecured. 

Profitable  consumer    lending   will   be  critical   to   the 
future  viability  of  many  savings  and  loan  associations.      If, 
as  the   law  mandates,   we   are  going   to  pay  depositors  a  market 
rat*  of  return  on  their   savings,    we  have   to  be  able   to  earn 
a  market  rate  of  return  on  our   assets.      To  do  this,    the 
asset  portfolio  has  to  be  more  market  sensitive.     This  can 
best   be  accomplished   by   improving   the  mortgage   instrument 
itself    (a  goal  which  the  PHLBB  has  pursued  vigorously  and 
constructively)    and   by  diversifying    the   institution's  assets 
structure   to   Include  shorter  maturity,   high  turnover  loans 
so   that  the    income  to  the   association  keeps  pace  with 
economic  cycles  and  fluctuations   in  market  interest  rates. 
Obviously,   consumer    loans  can  contribute   to  this  objective. 

The  Congress  recognized  that  even  under  the  best  of 
conditions,  thrift  institutions  can  not  accomplish  this 
asset  adjustment  overnight,   and  provided  accordingly  a 
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six-yeac   transition  laading   to  th«  «nd  of  Hcgulation  Q.      Tti* 
consuncc  lending  business  1b  already  highly  competitive 
because  banks,    finance  companies  and   credit   unions  compete 
for   the  sane  market.      As  a  practical  matter,    it  will   be 
several  years  before  savings  and    loan  associations  capture  a 
significant  share  of  this  market.      Of  course,   the  more 
competitors  there  are  in  the  market,   the  better  fcom  the 
consumer's  point  of  view. 

It  should  be  obvious,  Hr .  Chairman,  that  the  consumer 
lending  aspect  of  PL  96-221  can  only  accomplish  its  statad 
objective  If  savings  and  loan  institutions  can  profitably 
pursue  this  line  of  business.  One  of  the  primary  obstacles 
to  a  profitable  consumer  lending  program  today  is  the 
existence  of  outdated,  arbitrary,  rigid  usury  laws  in  many 
states. 

Econonlc  Uncertainty 

Several  economists  have  advised  the  National  League 
that  we  can  expect   inflation  to  continue  at  or  near   lot  pec 
year   for  the  foreseeable  future  and  that,  given  Federal 
Reserve  monetary  control  policies.   Interest  rates  will 
continue  to  be  highly  volatile.     In  this  kind  of  economic 
environment,   interest  rate  ceilings,  which  are  not  quickly 
or  readily  responslv.e,   result  in  distortions  of  the  credit 
market.     Credit  availability  is  restricted  where  the 
anticipated  return   Is  below  generally  prevailing   rates. 
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ConauHcc   interests  and  the  overall  efficiency  of  ouc  economy 
will   be  better   served  by  e  systen  that  allocates  credit  by 
price  and   competition. 

The  demand   and  need    for  credit  in   the  context  of 
economic   uncertainty  justifies  the  preemptive  actions  taken 
by  Congress  in  PL  96-221  and  also  justifies  extending  the 
general  preemption  of  mortgage  lending   usury  ceilings  to 
>  consumer    lending • 

Moreover >  when  national  market  interest  rates   fluctuate 
as  greatly  as  they  have  this  past  year,    fixed   usury  ceilings 
distort   the  allocation  of  credit  and    inhibit  the  overall 
efficiency  of  our  economy's  delivery  of  goods  and  services. 
Where  usury  ceilings  are  substantially  below  market  rates, 
credit  is  restricted. 

Market   interest    rates  in  every  state  are  virtually 
dictated  by  policy  decisions  made  here   in  Washington.      Every 
savings  and    loan   association   in   the  country  is  subject  to 
the    fiscal   and  monetary  policy  actions  of  the  Congress,   the 
Treasury  and   the   Federal    Reserve.      Actions  of  these   federal 
authorities  have  resulted    in  a  situation  where  the  rates  we 
must  pay  to  attract   savings   is  higher    than   the  return  on 
existing   loan  portfolios  and,    in  many  cases,   higher    than 
loan   rates  permitted   by  state  law.      We   feel   justified,   there- 
fore,   in   urging  the   federal  government  to  give  us  relief 
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from  usury  restrictions  since   federal  government  policy  is 
the  key  determinant  of  our  cost  of  funds. 

Due  to  inarket  conditions,   an  ever-Increasing  dependence 
on  short-term,  market-sensitive  deposits,    and   recent  actions 
of  the  DIOC,    the  deregulation  of  our   liability  structure    Is 
proceeding  much  faster  than  anyone  expected  on  Harch   31, 
1980.      The  elimination  of  interest   rate  controls  has 
increased  the  cost  of  funds  to  financial  institutions. 
Costs  Incurred  by  these    institutions  are  essentially  a 
function  of  national  economic  events  and  policies.      States 
neither  determine  these  policies  nor  can  they  protect 
institutions  from  their  effects.     It  is  Inequitable  to  both 
lenders  and  borrowers  for  the  cost  of  funds  to  be  determined 
on  a  national  level  while  decisions  regarding  interest  rate 
ceilings  on  credit  extensions  are  left  to  state  governments. 
The  costs  and  price  of  funds  are  directly  related,   and  the 
federal  government  should   recognize  this  relationship. 

Many  members  of  this  subcommittee  will   recall   that  we 
made   these  sane  arguments  in  this  hearing  room  with  respect 
to  mortgage  credit  in  1979  and  1960.     He  firmly  believe  that 
the  case   for   federal  preemption  is  equally  justified    for 
consumer  loans. 
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Inf rnqency  T»»k   Forca  on  Thrift   Institution* 

One  of  the  pEovlslons  of  PL  96-::i  was  th«  creation  of 
an  intaragcncy  task  force  set  up  for  the  purpose  of  looking 
ahead  to  the  future  of  the  thrift  institutions  of  this 
country  and  making  a  report  of  its  findings  and  rccOBirenda- 
tions  to  the  Congress.  The  Report  of  the  Task  Force,  filed 
on  June  30,  1960,  contains  an  analysis  o£  state  usury  laws 
governing  consumer  lending.  The  findings  of  the  Task  Force 
are  essentially  consistent  with  the  view  we  have  expressed 
here  today.  He  were  greatly  encouraged  by  their  recommen- 
.  dation  that  Congress  seriously  consider  a  general  preemption 
In  the  area  of  consuner  credit. 

As  to  the   importance  of  this   issue   to  the   thrift 
industry,    the  Task   Force  said: 

'And  any  improvement  in  the  functioning  of  the 
consumer  lending  market  could  enhance  the  ability  of 
thrifts  to  participate  directly  In  this  area.  This 
could  improve  thrifts'  ability  to  compete  with  other 
financial  intermediaries  for  consumer  deposits  as  well 
as  improve  thrifts'  earnings  through  their  partici- 
pation in  the  consuner  credit  area." 

The  Task  Force  also  concluded  that: 

'Thrifts  may  have  little   Incentive   to  diversify 
into  consumer  lending  as  long  as  state  restrictions  on 
finance  rates  make   such  lending   unprofitable.      The 
problems  generally  caused  by  usury  Units  are  not  new 
but   have  been  more  evident   recently  as  market   interest 
rates  rose  above  these  ceilings.      As  the  cost  of  funds 
rises  but   usury  ceilings  restrict  the  permissible 
finance  rate  that  may  be  charged,  lending  institutions 
channel    funds   into  other    types  of  loans  or  other 
geographic  markets.' 


20-053  0   -    83    - 
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Finally,   as  to  the   ispact  on  credit  availability  and 

consunec  protsction.  the  Report  sayst 

"Pctnitting    thrift   institutions  to  offer    a  wide 
vaciety  of  credit  potentially  increases  the  options 
available  to  borrowers.      This  in   itself  should   reduce 
the  need   for    usury  ceilings  as  a  protection   for 
consumers  against  monopolistic   lending  practices.      At 
the   sane   time,   consumer  lending    undertaken  by  thrifts 
could  provide    increased  cash   flow  and,    after    start-up 
costs  are  covered,  more   flexible  earnings   for   thrifts, 
thus  strengthening   their    long-run  ability  to  provide 
mortgage-origination  services  and    to  attract  deposits 
aa  a   source  of  funds  as  well.* 


S.    1406  and  S.    963 

The  National    League  welcomed    the    introduction  of  the 
two  bills  before  the  subcommittlee  today.     He  are  grateful  to 
Senators  Bumpers  and   Pryor   for   introducing  S.   963  and 
Senators  Lugar,  Garn,   D'Amato  and   Proxnire  for  sponsoring 
S.    1406. 

S.   963  would  permit  any  lender  to  lend  at  a  rate  of  up 
to  It  above  the  Fed  discount  rate   (inclusive  of  surcharges). 
I  aa  advised  that  currently  this  approach  would  pernlt  loan 
rates  of  up  to  about   19t  in  states  with  usury  ceilings  below 
that  rate,     tfhile  this  legislation  would  certainly  help  >y 
Institutions  and  other  lenders  in  Arkansas   <where  we  cur- 
rently have  a  lOt  usury  ceiling),   it  is  the  opinion  of  the 
National   League  that  S.   963   Is  not  the  nost  desirable 
approach.     There  are  two  reasons  for  this.     First,  the  argu- 
ments we  have  nade  are  equally  applicable  to  usury  ceilings 
whether  they  be  state  or  federal  in  origin.     Second,  while 
there  is  an  historic  virtue  to  the  discount  rate  Index,   it 
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ist  given  today's  ccononic  enviconaentf  •  v«cy  unutlsfac- 
tory  index.     The  discount  r«t«  is  a  reguletocy  tool  of  the 
Federal  Reseive,  end,  es  such,  cennot  be  relied  on  to 
reflect  nackct  swings  effecting  out  institutions'  cost  of 
funds. 

The  National  League's  preference  is  for  a  total,  broad 
preemption  such  as  would  be  provided  by  S.   1406.     This  bill 
would  extend  the  nortgage  preeaptlon  approach  of  PL  9fi-231 
to  the  consuner  and  business  and  agriculture  loan  field  with 
the  opportunity  for  each  state  to  reinpose  a  usury  standard 
if  it  so  desires.      Not  only  does  S.    1406  protect  the  right 
of  states  to   reinpose   usury  limits.    It  explicitly  recognizes 
the   cole  of  state  law  in  providing  consuner  protection  with 
respect  to  credit  transactions.     The  bill  preempts  state  law 
only  with  respect   to  restitutions  on  the   terms  and  condi- 
tions of  consumer  credit  programs  of  depository  institu- 
tions.     In  this  area,   competition  Is  the  consumer's  best 
protection. 

Conclusion 

Hr.   Chairman,   the  National   League  appreciates  this 
opportunity  to  state   its  views  on  this  issue,    to  endorse 
S.    1406  and   to  urge  speedy  enactment  by  Congress.      I  look 
forward   to  your  questions. 
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I.  D  c  aoooe 


Honorable  Jake  Gam .  Chalroan 
Coimlttee  on  Banking,  Housing 

and  Urban  Affairs 
United  States  Senate 
5300  Dlrkaan  Senate  Office  Building 
Washington,  D.C.   20510 


Dear  Senator  Gam: 


We  represent  the  National  Hone  Fumlahings  Association 
(NHFA)  which  la  the  national  trade  aasoclatlon  whoae  members 
operate  approximately  12,000  home  furnishing  retail  stores 
throughout  the  United  States.   NHFA  wishes  to  express  Its 
support  for  S.73D,  which  we  understand  ulll  be  the  subject 
of  hearings  later  this  month.   Members  of  NHFA  extend 
credit  to  consumers  throughout  the  United  States  who  are 
purchasing  furniture  or  other  home  fumlahinga.  As  a 
representative  of  such  consumer  credit  grantors,  we  have 
testified  before  Congress  In  the  past  in  support  of  sialtar 
legialation  and  would  like  to  be  on  record  as  supporting 
S.730. 

Yours  very  truly, 

WEBSTER,  CHAMBERLAIN  &  BBAM 


'(sr^i-^'--. 
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OF  CONSUMER  CREDIT 

IN  NEW  YORK  STATE 


Emmst  Kohn 
Carmen  J.  Carlo 
Bmmard  K«)w 


Mnr  Wv*  Statu  Banking    Dagartmant 
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Ii   miODOCTiOM 

IB  NoiTBbv  mo.  Om   Nh  lock  acata  Laglalaenra  puHd,  ud  tha 
SovamoE  aiqsad  Into  law,  tba  Qnlbua  Ban)ili>9  Bill.   Ou  of  ica  kay 
pzoTlaioBa  «■  tba  alialDation  of  TirtDally  all  lataraae  rata  cailinga. 
«»cape  CElalnal  oanry.  on  eoaauaar  loana  In  Haw  rock  atata.  Bowavar, 
this  daragnlaUoD  of  consuaar  exodle  intaraat  rataa  aqiiEaa  Jana  30  > 
1913.  Unlmma   eba  stata  Laglalatura  acta  by  that  data,  tba  iotarait 
rata  cailinga  tliat  had  axlatad  prior  to  paaaaqa  of  tbla  bill  vill  go 
back  iBtD  affact- 

In  ordar  to  pcovida  iaforaatioa  to  tba  tegiilatura  on  Ctia  cnxraat 
and  paat  atatna  of  Intaraat  rataa,  eharqaa  and  faaa  on  conauaar  loana 
aa  wall  aa  tba  availability  of  eonaiaaE  crodlt,  tba  Sanking  DapactaaBC 
nodaitook  a  aiiETay  of  flaanclal  iBatienCioaa  and  otbars  who  axeand 

tbia  ia  tba  aaoond  auob  nrvay  by  tiim   Kankiag  OaparGiaBt-   Tha 
firat  Burvay  wai  eoadactad  in  January-Fabruary  19tl  to  davalop  infonu- 
tion  on  tba  initial  aaparlanca  uith  decognlatlon  nndar  tha  OBDibua 
Banking  Bill.   11m  mM-jox   finding!  of  chat  firit  surray  tMra  UiaC 
intaraat  rataa  on  conanaaE  ccadic  had  Eiaan  aftac  paaaaga  of  tha  bill 

thaca  waa  u  Incraaaa  in  cha  availability  of  conauBer  credit  for 
Nw  TOEkarai  and  that  banka  wara  offaring  a  wida  raoga  of  rataa  and 
faaa,  tbaraby  providing  conauaara  with  alcacnativa  choicaa  Hhich  thay 
could  taka  advantage  of  by  stiopiiijig  for  cradit. 

Tha  lacond  lurvay  waa  cooductad  in  sapcanbar  19B2  whan  quaation- 
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nalz*a  iiara  amt  to  both  Ststa  and  fadanlly  obart«T*d  tlaaaolal  InMi- 
tutioni  to  Haw  lork  Itmta,  inalMUn?  cc^aarcial  buks,  aavlngi  baaka, 
•aTinga  and  loan  aaaoclatlona ,  eradlt  nnlooa  and  lleanaaJ  landora.     tn 
addition,  qoaatioiuiBlzaa  aara  aant  to  a  sa^Xa  of  ratall  atoraa  and 
antoBoblle  doalar*  ttaroaqhout  tha  Stata.     Maapooaaa  xaca  racalTOd  CroB 

proportion  of  cacailara  and  car  daalara  (Tabla  1.1  .  kBuiig  cba  '"-*-<"t 
inatitutioaa,  •  blghar  rata  of  raaponaa  wai  lacalvad  froa  tboaa  ondar 
Stata  ehartar  tban  tboaa  nadar  fadarai  ehartar. 

IlM  quoationaaixaa  aouqht  Infonution  on  tba  *aoat  co^k»* 
ineacaat  cate  or  financa  cbarga  to  borrotnra  for  vaxtona  tfpaa  of 
ouuuBar  loana.     TtM  "Boat  eoaaoo*  rata  or  charga  oaa  datiaad  as  tbat 
chargad  on  tha  largaat  dollar  Toliaa  of  nan  loana  aada  In  chat  partleu- 
lar  eata^ocy  on  tba  dataa  indieatad  an  tba  qoaationnaira  fom.     in  tba 
caaa  o£  cradit  carda  and  othar  typai  of  ravolTing  ecadit,   data  on 
annual  faaa  or  othar  cliazqaa  vara  alao  raquaatad.      In  addition,  tba 
Inatitutiona  and  (ima  Muxvayad  nsre  aakad  to  indicate  ifbatbar  tha 

ll  officaa  or  plaoaa  of 
bualoaaa  in  Mm  totIc  Stata  i   whathar  they  ■ 
reqardlaaa  of  wtaather  tha  applicant  tiad  an 
with  tba  injtitutlon  or  Cini   and  whathor, 

had  baao  any  Curthec  libaralitation  of  credit  itandardi,   incraaaed 
participation  In  conaiaar  landing  or  laiqer  eradlt  lloaa  aada  availa 

InforaatiOD  on  rataa,   cfaarqaa  and  faaa  waa  aouqht   tor  ttaraa  da 
Jtnoary  1,   IHl.   Mhleb  <na  tha  final  date  utllliad  i 
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tlr*t  quaatlonnair*  (urvay,  January  2,  19t2  and  saptaabar  IS,  l<ia2. 
Tha  caapondanta  vara  alao  aakad  to  liaE  cha  affacelva  data*  of  any 
chongas  In  tb«H  ratas,  ehu^as  or  taai  (incB  January  2.  1»81. 

In  ordar  to  update  th*  findinga,  a  talaphona  aurvay  4aa  Bad* 
during  EMvaabar  1982  of  a  laapLa  of  financial  inatitutiona,  ratail 
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II.    svMtuv  (»  Muoa  riMDnca 

Mm  sa]or  findings  of  th*  Bulking  DtparOMOt  *  ■  aurvaT  ara  tlia 
follwlngi 

Firat,   iMcauaa  tfaa  Cmibua  Banking  Ull  grantad  additional 

aaioclatlona ,   tha  ni^bai  of  banking  Inacicutlona  of  facing  eona^r 
loans  hai  Incraaaad  aubatanClally   (Chart  1).     Hany  thrift  inatitutlona 
ara  »>■  otfaring  autoaoblla  loan*  on  both  naw  and  aaad  car*,    aacond 
•octgaga  loana  and  unaaeucad  paiaonal   inatalaant  loan*.     Aa  a  caiulc, 
cbaca  la  a  graatac  dagraa  of  eonpatltlon  In  conauBac  lathing  and  ■ 
Hidar  canga  of  eholoa  for  conaiMMi  aiaong  diffarant  cypaa  o(  banking 
inacltutlona. 

Hhlla  tha  aggragata  dollar  a 
ehrifc  Inatltatioaa  la  aclll  aaall 
activity  of  coasarelal  banka,  Uiay 
of  landing  and  can  ba  aicpactad  to 
futura.  CoapatitlOD  and  consoaiar 
to  ba  fortbai  anbancad  aa  tlna  goai  on. 

Sacond,  tha  aiuvay  ravaalad  that  thaia  aca  iilda 
ratal  chargad  by  differant  inatitutlona  In  tha  aaaa  ■ 
tha  aaaa  typa  of  loan,  tharaby  providing  conauaaca  vl 
cholcaa  which  chay  can  taka  advantaga  of  by  ahopplng 
la  beat  illuatcatad  by  tha  raaulta  of  the  talapbona  a 
early  HovaBbac  19B2  of  a  saaple  of  large  coavarclal  b 
City  and  upatate    (Chart  3). 
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Sijtilar  pattarai  of  varlstioo  In  latas  aca  avldanc  aBonq  bvika 
in  th*  Dtlca,   Syraeuaa.   Rochaatar  and  Buffalo  ■atiopolitan  araa*. 

TiM  figuca*  cltad  actually  undacatata  ttia  dagraa  of  variation 
in  rata*  availabla  to  tba  public  linca  thay  do  not  Incliida  all  of 
tha  bank*  Kith  officai  in  theae  aisaa.     HDraovac,    ainca  co^rclal 
bank*  laaka  tha  bulk  of  Cha  conauHr  loana,   tha  talaphona  aurvay  vaa 
liBitad  to  thoaa  banka  and  charafora  doei  not  includa  tha  rataa 
availabla  at  thrift  inatitutlona  aa  wall  ai  at  othar  landara  locatad 

Variation  in  rataa  i>  alao  avidant  aaong  othar  typaa  of  landara 
in  tha  coDaiBar  cradlt  flald,  Ineloding  thrift  ioatitutiona ,  licanaad 
landara,   autoBobll*  daalar*  and  caeail   itoraa. 

Third,  aa  aarkac  intaxaat  rata*  hava  fluetoatad  ehara  hava  baan 
chanqaa  in  rataa  etaarqad  on  conaiaaar  loana.  Ratal  qanarally  ineraaaad 
for  Boat  typa*  of  conaiaar  loani  during  i9Bl  eaflacting  tha  high  laval 

MBrkat  ratal  aaaad  off  and  than  fall  iharply  during  tha  lacond  half  of 
1912,  Bany  cc^aarcial  banki,    LncLuding  Boit  of  tha  larga  bank*  in 
Maw  Vork  City  and  upatata,  cut 

(Charti   3,  *  and  5).      Thia  wa* 
loana  on  both  naw  and  uiad  cat*, 
igaga  loan*  and  unaaeurad  par*on«l 
ineraaaad  thair  rata*  or  faa*  on 


by  an  avarag*  of  up  to  about  I 
particularly  avidant  for  autoaoblli 


loana,   although  about  a  doian  banki 

cradit  carda  during  19fl2. 

lowarad  thair  raCsa  during  1981  on  autoBobila  lean*, 
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,  ••cond  ■ortgaga  louu  and  unaaoorad  paraonal  loana.     Soaa  cmz 
[■  alao  cat  tbair  rataa  oo  nan  and  uaad  cai  loana  during  19IZ. 

Ponrth,  ttM  Boca  tlbacal  ecadlt  atandarda  foe  eooauaar  laMlog, 
argar  cradit  liaai  and  tba  graacar  participation  in  conaiBar 
■ctiviCy  by  banka  wbiidi  occurrad  in  aarly  ISBl,   atiortly  aftar 
ga  of  tha  Owilbua  Banking  Bill,   haa  contlnuad  ainca  than  and 
ar  llMralliatioD  of,   and  participation  in,   cona^t  landing 

in  IMl  and  in  19S2  vai  rapoctad  by  a  aignlticant  noiAar  of 

(Cbarta  (  and  T] . 

Iba  datailad  findinga  of  tha  aucvey  aca  aat  forth  in  Saction 
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II  or  riwuKiH. 


C  iBstitutiona 


••«<9  0-03-24 


DigiLizedbyGoOglc 


F  COMSUNBR  UMtMS   DURIHC   1 


DigiLizedbyGoOglc 


ftviMn  Mn  BraocncM  n  riMUCiu.  umnratiau 
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III.   DCTAIUD  nSOLTS  OF  TU  SmtVKT 


RHponiai  vara  racalvwl  film   leo  coMMTCial  buika,  of  Hblcb  130 
HE*  headqiurtarad  outiida  Hav  Votk  City  and  30  mra  haadqiurtacad  in 
Cha  Cicy.   Soaa  banks  did  not  raport  Intaraat  rata*  on  all  typaa  of 
loan*  >p«clfiad  lo  tha  qnaattonnalra  bacauaa  thay  did  not  offar  aoch 
loana.   Thla  waa  paTtlculaily  trua  for  adocatlon  loana,  aacaDd  ■ort^aga 
loana  and  tha  iaauanca  of  ci-adit  cacdi. 

Ganarally,  tha  aorvay  indicatad  that  ttaa  avaiaga  intaraat  lataa 

batwaan  January  1'  i-^tl  and  SeptaadMT  15,  19S3.  Outaida  tba  City, 
avacaga  intarait  rataa  for  aoae  typsi  of  loana  incraaaad  doclng  19>1 
and  tban  dw:linad  aoDevhat  duiinq  1>B2  vhila  for  otbar  typaa  of  cradlt 
(avch  aa  cradit  carda,  ovardrafc  chacklng  and  loana  avnizad  by  aavings 
accounta) ,  avaraqa  rataa  mvad  upward  both  during  1S81  and  1982  [Tablaa 
3  to  SI.*  Throughout  tha  pariod  covared  by  tha  aBrvayi  Maw  lock  City 
bank  rataa  aaiially  avaragad  highac  than  thoaa  upatata. 

Hovavar,  tha  laapla  talaphona  aurvay  in  Hovaabai  19S2  indicatad 
raductioni  in  rataa  for  Hny  typaa  of  conaunar  loana  since  Saptaaibai  15, 
19B2  at  alM>at  all  of  tha  larga  Hev  York  City  and  upatata  banks  con- 
tactad.   for  axaapla.  aigbt  of  tha  nina  larga  Hav  Vork  city  banks 


Tha  tabulations  in  this  study  ara 
customeiB  uhn  nad  dapoiit  or  loan  r 
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aurveyad  by  talapbooa  rvportwl  raductioni  in  iDtaraat  ratal  on  voEtoua 
Cypaa  of  loan*  sinca  Sapt^diar  IS.  1912  Khila  t«o  bauka  raportad  an 
increaaa  in  thai!  annual  faaa  on  cradit  cuda.   Tha  cuta  in  loan  rata* 
appliad  Boat  [raquandy  to  hoaa  iaprovaaant  loana,  ami   and  oaad  car 
loana,  lacond  BDCtqaqa  loana,  loana  aacurad  by  aavio^a  accounta  and 
■uiaecurad  paiaonal  loana  (labia   t) ■ 

Outaida  Nov  York  City,  11  out  of  14  banki  concactad  by  taleptiona 

mainly  on  bona  iMproT^wnt  loana,  nsir  and  uiad  ear  loana,  aacond 
Bortgaga  loana,  loana  aacurad  by  aavlntra  accounta  and  unaacurad  par- 
aonal  loana  (Tabla  T) .   Two  banka  raportad  an  incraaaa  Ln  loan  ratal 
alflce  Saptanbar  IS,  ona  tor  ovardraft  chacking  loana  and  Cbe  other  for 

Thare  ware  vida  trarlationa  in  rataa  chargad  by  banka  both  in 
Hsv  Tork  City  and  upatata.   Thia  waa  avidant  fron  tha  ranqea  in  ratal 
eitad  in  Tablaa  3  to  5  foe  tba  varioua  daeaa  ipaclfiad  in  the  quea- 
tionnaira.   It  ii  further  highllghtad  by  Cha  la^la  telephone  aurvey 
in  HovaidMr  1983,  irtiich  la  lu^riiad  in  Teblei  S  to  13.   Thaaa 
tabulationa  indicate  that  there  ia  a  vide  ran?*  at   tacaa  available 
Co  tha  public  asong  banka  in  avary  major  Betropolitan  area  in  tha  atate, 
including  the  New  Tork  City,  Ubany,  utica,  Syracuae,  HochaaCer  and 
Buffalo  araaa  —  underacoring  the  importance  of  conaumera  ihoppinq  for 
tha  baat  credit  deal  available. 

In  Caraa  of  offering  new  conaiaaer  loan  sarvicaa,  the  major 
change  wai  that  by  Saptaaibar  1982.  6*  banka  were  offering  loeni 
guaranteed  by  the  New  york  State  Higher  Educetion  Service!  Corporation 
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to  paranta  of  atudantB,  which  nr«  flnt  initltutad  in  Octobac  of 
19S1.   k  total  of  111  bank!  war*  making  guaiantaad  loani  to  itudanta.** 

Th*  bmE  lubitantlBl  incraaaaa  In  rataa  and  faaa  occurrad  foi 
eradlt  carda.   atatawlda,  on  balancaa  ovar  $500  tor  pucchaaaa,  tha 
averaga  rata  incraaiad  Irom   13. 7t  In  January  1981  to  18.51  In  Saptaabar 
1982.   On  cash  advancaa,  tha  avaraga  rata  roaa  fiom  12.3%  to  18.4%. 
Tha  niMbac  of  banks  statewide  charging  an  annual  Caa  on'  credit  carda 
Incraaaad  fro*  on*  In  January  1981  to  42  by  Saptaabar  1982.   Thaia 
iBcraaaea  generally  presented  tha  delayed  response  to  tba  deregula- 
tion of  rates  by  tha  Cnnibus  Banking  Bill.   In  January  1981,  nost  banks 
had  not  had  aufflciant  tine  to  change  rates  or  institute  fees  on  credit 
carda  due  to  tha  30-day  advance  notice  requireaents  of  that  law. 

Although  narkat  intaraat  rataa  declined  durinc)  1982,  lowering  the 

reduced,  and  in  fact  have  been  increased  at  sceia  banks  during  1982. 

tha  continuing  increases  in  labor  and  other  costs  due  to  inflation! 
Increased  losaaa  due  to  traudi  tha  uoprofltabllity  of  credit  card 

aubaaquent  daclina  in  the  cost  of  funds  only  reduced  these  losaas  or 
enabled  credit  card  operations  to  becona  aarginally  profitable  In  1982; 
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and  alnea  operating  and  handlintr  eoata  (aacludiitf  coat  of  funda)  ora 
■  Bueh  lacgar  paccwitsga  of  oatatandloq  balanoaa  for  er*dlt  card 
op*ratlm»  than  tbay  ar*  for  oehar  typaa  of  eenaiaiar  loana,  thay 
Honld  Cand  to  b«  laaa  caaponilva  to  dacllnai  In  cost  of  funda  than  otbar 
eypaa  of  coamaac  loans.   Sufflclant  data  are  not  availabla  too   anabla 
Illation  to  tw  Bad*  of  tba  algDlflcaoca  of  thaae 


AlBoat  all  banka  indlcatad  that  tbay  char^ad  tha  aua  rata*  at 
all  offlcaa  and  alaoat  two-thlrda  of  tba  raapondsnta  atated  that 
thali  cataa  vara  tha  aa«a  for  all  cuatoaiarB.   taong  Hew  York  City 
banka,  howavari  alltrhtly  ovar  half  raportad  that  they  chaigad  diffecant 
rataa  for  dlflarant  cuatoaara.   Sanerallyi  paraona  wtu  had  no  othai 
dapoalt  or  loan  acconnta  with  tha  bank  ware  charged  a  higher  rate  on 
tfaalr  conaiBer  loana  than  those  who  did  have  auch  accounts. 

Nlth  ceapect  to  credit  aTallablllty,  the  Bore  lltterat  credit 
standards  for  conaiaiar  landing,  the  larger  credit  llnea  and  tha 
greater  participation  In  oonsuaar  loan  activity  by  banks  which  occurred 
by  early  IMl,  shortly  after  paasags  of  tha  Ouilbuc  Banking  Bill,  have 
continued  since  then.   Moreover,  a  substantial  sinorlty  OSl)  of  the 
respoDdents  statewide  indicated  that  they  had  increased  their  partici- 
pation In  conauBer  lending  since  February  1981i  IT*  of  tha  raspondanta 
(Including  45t  of  tha  Hew  York  City  banka)  raised  their  aailnB  linea 
of  credit  aloea  that  datei  and  Tt  of  tha  raapondanta  (including  24t  of 
the  Haw  York  city  banks)  llbarallied  their  conau»ar  loan  standarda. 
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AMTsga  Bie« 

1S.40 

13.M 

14.49 

■u>9>  of  Itat.. 

a.25- 

20.00 

8.2S-         10.27- 
20.00            20.00 

!i"S 

«.25- 

6.2S- 

10.00 

ovuiUaft  Owckinq  Loani 

Avu>9*  taM 

13.00 

17.07            10.34 

12.74 

17.31 

IT. 77 

"™*°"""' 

ii.oo- 
la.oo 

li.OO           21.00 

"i?So 

JO. 00 

12.00- 

20.00 

onaacarl  P.rwnal   Loana 

IS.  04 
14.54- 
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sscond  Hartgaga  Loani 
Annual  Turn   on  Civdlt  card* 


dona  Inproucaanc  Louii 

Used  Dundee  i  ye^   ]  Car  Loans 
Uied  {over  2  yCi       Car  Loana 


ei    1   yrs.)    Cbi  Loan* 
rtjage  Loans 

Fersonal  Loans 
■  on  cradlt  Cards 


^0 

18. so   ) 

00 

11.00   ) 

00 

00    (20.00 

00 

10 

•  Aa  of  Saptaabac  15,  tbara  waa 
tH   faa  toi   naw  card  tioldara. 
aCfaetlvB  January  1,  1983. 

••  Bffactiva  MeaaAar  1,  19B2. 


3  all  card  boldaia 
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(continiMd) 
OH  COHSDMBR  I 


Cltlbmk,   W.A. 


Sapt.    15,    l»gi 


»  mJ  Fw  ch«rq«d 


».aot  111.0 

9.00    (20.0 
9.00    (10.0 


IT. so  (20.00  ) 
IT. SO  (20.00  ) 
IT. SO  (20.00  ) 
IT. SO   (20.00   ) 


IC.SO  (If.OO 

It. so  (19.00 

K.SO  [19.00 

K.SO  (19.00 
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nt    RATES   AMD 
t  COMffiKIAL 

SIHCE    "" 


mtloinl  Banfc  of  tkirth  JLaar: 


15, 

1982 

tats. 

Oars 

[fd 

l^tr 

HZ 

_19BI            l>°»-l»r 

rwi 

le 

001(20 

001) 

7.00 

(19 

OOt) 

00 

{20 

00   ) 

7 

00 

(19 

DO   ) 

IS 

00 

(20 

00   J 

7 

00 

(19 

00  ) 

IB 

00 

(20 

00   ) 

7 

00 

00  ) 

19 

00 

(20 

oo  1 

a 

00 

119 

00   ) 

19 

00 

(Jl 

00  1 

8.50 

(20 

50  ) 

IS 

00 

(JO 

00  ) 

7 

50 

tl9 

50  ) 

19 

00 

(11 

00   ) 

8 

50 

(10 

50  ) 

19 

00 

(21 

00  ) 

50 

[20 

50  ) 

17 

00 

( 

00 

19 

00 

(21 

00    ) 

8 

50 

(20 

50  ) 

B  banks  chacga  higher 


or  fs*a  to  pvraons  iiho  have  no 
1  that  bank.  In  tha  caaaa  wher* 
faa«  aia   tndicatad  in  paranthaia*. 
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Hew  tar  ixians 


{I™C»r'^i^«^'"' 

17 

Used   (under   2   yrs.)    Car  Loans 

used    (ovec  2    yrs.)    Car  LMulB 

second  Itortgage  Loans 

Loans  Saciued  by  Savings  Acct*. 

17 

Dnsecured  Personal   Loans 

17 

State  Bank  of  Albsnv 

IB 

New  Car  Loana 

18 

Used    (over   2  yts.l    Car  Louis 

Ifl 

Second  HOCEgage  Loans 

18 

Loans  seeutad  hy  Savings  Aect>. 

IS 

Oneecurad  Personal  Loans 

18 

Onaida  National  Bank    (Uticl, 

OvsrdxaCt  Cbacklng 


20-053  O  -  B3  ■ 
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nSLB    1  (coQtinuad) 

I  HI  una  iun>  nu  cunaD  m  cokkommh  louk 

IMOE   COMOKUL  HKKB    Dl   DFSmi   KMH  TC»K 
SIKI  StPttMU*  IS,    1«I2 


K«y  Banfc  of  C«ntx«l  Max 


Hen  Cax  Loula 

Second  Mortgaqe  Loans 

Loans  Secured  by  Saving*  *ccu. 

LinoDln  rirat  B«tk,   M.A.-CutTal  DiviaiiM 


50  «(1T.M) 
TS  (1E.2S) 
SO      (XT. 00) 


aa  Charyd 


15  »(lt.25) 
SO  (l(.tO) 
"      (K.SO) 


.SO 

(1«.S0 

u.» 

1S.W) 

(10.501 
(19.50) 
(10.501 
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auaaa  ut  mtbs  md 

R  UUd  COMBIICIAL 
BIHCI 


FXn  CBAKXD  tm  CCKSDHSK  umns 


itit.  II.  UK 


S.SO  I (10. SO) 
(.00  (19.00) 
9.00  (30.00) 
9.00      (30.00) 


t.SO  (IT. SOI 

T.50  (IS. SO) 

1.50  (ta.so] 
t.so 

t.SO  (IT. SO) 


D*«d    (undar   2  yn. 
LoAna  Sacursd  by  S 


t  CowpMiY    (Rocn«»tBr 


<1<.3S) 
(1S.3S) 
(IT. 35) 
[L9.15) 
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1  F—  Charql 


Hanufacturaxa  (  Tradara  Troat  Co. 


It. 00  (19. tO)  K.OO  III. 00) 
IS. DO  (IS.tO)  1*.00  (11.00) 
10.00   (II. tO)      K.SS   (11.90) 


OTBi  Bcmm  banka  ebarga  hlqtkar  rata* 
or  othar  raiatlooahlpa  with  that  ' 
occorai  tMia  klghac  rati 


Indicatad  In  paiaocliaaaa 
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■  Tim  or  comamM  lqmm 


k  of   MM  TOEk 


Irvtag  Inut  Co. 


Mpnblic  Natiooal 


f20 

17.00  IT 
11.00)     (18 

11.00  It 
30.00)     (30 

K.SO  16 
19.00)     (19 

17. 7S  IT 
18.00)     (11 

17.00  1* 
IS. 00)     (11 

17.00  17 
19.00)     (19 

IT. SO  IB 
19.50)     (3D 

■  bank,  tha  first 
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.  mraurncnmvMTn 


CIWM  MuUuttan       14. SO 
Bank,  fl.A. 


CltlbMk,  H.A. 


Irvlag  TnMt 


8«Tlag>  >cct». 
r.50     ( 


Plua  3  poiati. 
rliM  3  pointa. 
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IT  dBDIT  CMM 


credit  Card 


Bank  of  Nh  York 

Cbaaa  Manhattan  tan 
n.A. 

Clisaical  Bank 

Citibank.   H.A. 

n  Aaiarieaii 


Irving  Tnat  Co. 
Hanutaeturvia  Ban 


BTtb  IMariea 
Rapiiblio  Mtioial 


caah  advanca 

75  eanCB  par 
cash  advanca 


Ii   Soaa  banka  chazga  highac  rataa  to  parson 

~  or  otbar  ralatlonahlpi  with  that  bank,  in 

occurs,  thoao  hlqhar  rata*  ara  iadlcatad  i 

rataa  and  faas  Indicatad  In  this  Tabla  ara 

IMl  or  January  1,  19B3. 


oho  hava  no  daposit 
tha  caaaa  whara  ehla 
paranthaaaa .  Soim 
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■  Tcnat  of  Albany. 


w  tOEk  Stmta) 


1T.0«  t 

1« 

00 

«          17.00 

16.00 
15.00 
11.13 

(If.TSI 

IT.  SO 

(ll.SO) 

,        It.DO 

Hi 

00 

SO 

00 
00) 
00 

(leioo- 

17.50 
IB. SB) 

17.  SO 

IS 

so 

17.50 

K.tO 
(18.00) 

(IS 

00 
00) 

IB.  00 
(19. 00) 

br 
8«TlBg»  >ceti 

iwdiatt 
(Swoklag 

tem 

IC.DO  t 

18.00  t 

It.  00 
le.DO 

11.00 
IB.  00 

18.O0 

11.50 
••                 15.50 

19.B0 

U.50 

10.00 

1*.0« 
(30.50) 

IB.  00 
(lO.OO) 

19.00 

17.50 

10.00 

17.  SO 

10.00 

1>.80 

It.OO 

Floa  2  points. 
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(eoncludad) 


Stata  Bulk  of  Albuiy 


caih  advanoa 


MOTBi      SOM  banks  ch«rg«  ht^har  cataa  to  paraona  Vho  harm  no  dapoait 
OE  othai  ralattonahtpi  ifltli  that  bank.      In  tba  caaaa  irtwra  thla 
occnra,   ehOM  blghai  rataa  ara  tndicatad  in  paianthaiaa . 
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juotoAL  raacnntGi  Mtna  jt 

LUtm  c 
Min  omcM  nr  t 


:  vricA  nrmvoLmii  assh 


(Mw  York  Stata) , 
of  Cantial  H.l. 


le 

00  t  K. 
00              17. 

ii 

00         n. 

00)  118. 
00              «. 

IS 

00)           (18^ 

18 

40)           (IS. 

00)      (!»; 

Onaida  national 

17.75  1 

13.00   » 

i».to  » 

1T.7S  1 

BtnJi 

Bankais  Truat  of 

17.00 

Ubuiy,   H.A. 

ChaMlcal  Bank 

(17:501 • 

15.50 

19.50 

(I'loo) 

Cltlbuk   <ltm 

ie.7s 

lork  Suital, 

My  Bank  of 

18.00 

Caaual  N.T. 

(le.soi 

Lincoln  rirat 

(Contrail 

Harlna  Nldland 

16.50 

IS.  00 

(is.ao) 
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MMOAL  PIRCBirtAGI  Mn 
LMCB 

WITH  orricBS  ih 


onalda  Hatioul  I 


k  of  CMtcal 


m.k.   (Cratial) 


IMS 

Crwiit  Orf 


cash  advaoca 


J  0OAa  bank!  chazqa  higliar  cataa  to  paraona  trtn  hava 
I  othai  calationahlpB  with  that  bank.  In  tha  caaaa  « 
Ecnra,   thoaa  hl^haz-  rataa  aia  Indlcatad  in  parantbaaa 


DigiLizedbyGoOglc 


juntmui  PBicKiRiuii 

HITfl   OTFICXS 


Kay  Bank  of  Cantral 
■ton  Xork 
lurchaiita  Hational 


a  CHUCBS  OH  COWSOHBB  CREOn 
L  BMOCS 

I  MnaoPOUTMi  ARBA 


Uneoln  Flrat  Sank, 
M.A.  (canual) 


Karlna  Midland  Bank, 
Ooalda  Katloaal  Bank 


jdbyGooglc 


TUU     11  (coBtlmiw]) 

t  una  MD  CBMon  ok  cowanigit  cmnr 


HIT!  OFTIOS  la  1 


-"^- 

I«na  Sw»E>d 
S.vl»5£  A«t. 

Kay  Baak  ot                 If .BO  ( 
Cantral  Mw  lork(lG.SD) 

11.00  1 

K.OO 

Buk  of  Wmu  ToEk     1S.S»  • 
(17.0«« 

IT.  30 

Albuiy,  M.A. 

Ifi.OO 

CbMleal  Bank            It. 50    •* 

IS.  SO 

Lincoln  First 
Bank,   B.A, 
(Caaeral) 


Mxina  Midland 


IT.  50 
IB.  00 
13.00 


Plna  1  points. 
Ptua  1  polnta. 
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Mrlna  Midland 
H.A. 

OOaida  MtlOHl  Uok 


DigiLizedbyGoOglc 


wm  orrids  i 


NoTMbur  1983 


CobCeiI  Truat  Co. 


Kay  Bank  of  Cantrral  H.Y. 

Ubuty  Hatlonal  Bank 
Mariiia  Midland  Bank,  M.X. 

onalda  National  Bank 


18 
(10 

00 
001 

lit 

00) 

50 

IS 

75 

19 

,^ 

7^ 

16.00  % 

IB. 

(18.00) 

(10. 

16.50 

(17.501 

(  a! 

15.50 

14.75 

{'. 

n!oo 

(IS. 00) 

I  a! 

IS  so 

17. 

(is! 001 

(IB. 

n. 

(isioo) 

{!»! 
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mau   11 
jubrhli.  psacxaniiGa  um  jt 

lABBI  COM 
NITB  OPPICn  IH  ROCBBSmi  N 


Loan*  Sacnrad 
B»irlagi  >cct». 


Lincoln  Pint 

l«.50 

IT.  50 

«jc»rlty  Tru« 

11.75  , 

- 

ChMleal  SuJi 

1C.30  ■ 

IS.  SO 

Tork  >tmt«l ,  U.K. 

K*r  Bank  of  If. 00 

Conual  K.I.  (IS. SO) 

Ubuey  MatleoU  IS. SO 
Buk 

■HElaa  Xldlutd  IS. 50 

OiMlda  Matlooal  IT.TS 


DigiLizedbyGoOglc 


TABLB     II  IcoDcludsdl 

BKoa  MTO  cauuKxs  a«  comaBR  cnDii 


CHitial  Tniit  Co. 
Uncoln  rirst  Bank, 


saesrl^  Tvuat  c 


11.00  t 


Libuty  Vatiooal 
Bwik 

MrtM  Midland  Bank, 
V.A. 

Onalda  Katlonal  tank 


lit  cm  tixae  fSOOi  Ifit  ovu  fSOO. 


mtti  Soaa  banks  cliarga  hlghar  rataa  to  pacaoni  nhii  hava  n 
or  otbar  ralatlonahlpa  vlth  that  bank.  In  tha  eaaaa  «ba 
oceorai  tboaa  blgbar  rataa  are  Indicated  in  paraBthaaaB ■ 


\ 
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Moniu  nscaauss  > 


s  CM  comumn  credit 


v  lork   Stat*) , 

Libarty  Hatlonal  Bank 
Manufacturara  (  Tradaca 

mat  Co. 
Hazlna  Midland  Bank,  B.A. 

Bank  of  Mw  SoEk 


HBnofactnraiB  Banovar, 


Raw  Oaad 
Loana  Loana 
11.00  1    19.00  % 


York  Stata),  w.A 

Libartf  Mtiooal 

IS. 50 

Tcadara  truat 

Marina  Midland 

le.50 

Bank  of  Maw  Tork 

19.30 

(IT. 001 

(it!so) 

It.OO  I 
17.00 


Manolaetiurar  ■ 


1*.00  t 

17.00 

17.00 


19.00 
(20.90) 

li.OO 
(19.00) 

17.90 


Plua  1  poinea. 
*  Flna  2   polnta. 
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TABU     11  Icoaclodad) 

lunrexL  FBROonxoE  utbs  Mm  cwukzi  n  comdmb  cm>iT 


LitMitr  Utiooat  I 
Wnaf  ■ctvrais   t  ft 


n.h. 

Bulk  of  Mm  ImH 


PIna  3  points. 
Ploa  2   points. 


■•  bank!  ebarga  Mghac  rata*  to  paraaaa 
•c  calatlonahlps  mtli  that  ••— ■-  '-  -^ 
:,  thoao  hlghar  r"- ' 


Indicatad  In  paranthaaaa. 
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tE«  raoai<rad  tnm   92  u«infs  banks,  of  riUeh  SI  ««c« 
■id*  IMW  ITork  City  and  29  war*  haadqnartarad  in  Um 
City,   scaa  of  tha  buks  did  not  raport  intacast  catas  on  all  eypaa  of 
loaaa  for  all  tha  data*  apacifiad  in  tha  qoaatioiuiaira  atthas  baeaoaa 
thay  naia  not  lagally  anwnarad  to  luka  auch  loaas  or  did  not  offar 
cartaiB  typai  of  loans. 

Tha  aurTay  ravaalad  that  lataraat  rataa  on  bona  ligroT— >at , 
antoBoblla.  laceiid  ■ortgaga  and  ansacnrad  pacaaaal  loans  dacllnad 
■a—hat  on  arsraga  daring  19I2,  ahila  rataa  trandad  upward  dncing  tha 
patiod  corarad  by  Cba  anrray  in  tba  eaaa  of  loana  aaonrad  by  aavinga 
aooonnta  and  ovardraft  cbaokiag  loana  (Tablaa  14  to  It).   For  aoit 
typaa  of  loana,  ratal  in  Haa  Tork  City  usually  avaragod  higbor  than 
tboaa  i^atata  and  thara  ttara  aubatantial  varlatiooa  in  rataa  ehargad  by 


L  bcaa  Ivrovawnt  loana,  tba  an 
atatawida  rooa  troM  13. <t  on  January  1,  Itll  to  II. £t  by  Janoary  2,  IMl. 
MowaTT.  aany  banka  radncad  thall  rataa  daring  1912  so  tbat  tba  avaraga 
daolinad  to  17.11  by  SaptaiAar  IS,  UK. 

A  alallar  pattam  ma  avldant  in  1911  for  rataa  on  antcsoblla 
loana,  both  for  naa  and  oaad  eaxa,  Mhlch  daolinad  on  avarags  daring 
1*12.  Aa  a  raanlt  of  tba  OHUbaa  Banking  Bill  granting  aavlnga  banka 
tha  antborlty  to  aaka  aatoaoblla  loana,  t^   savings  baaka  ■ 
war*  oftarlng  now  car  loana  by  Saptaa^r  1912,  and  «( 
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Offsr 

iBStalaant  louis  (6S  banks) 

tbaa*  loana  daellaad  during  1M2  ■■  ■ 

ID  Um  (!■■■  at   ln«t-il—it  louu  ■■cnzad  by  raqal«T  ■arlnga  or 
DOD/IXM  acommtB,  ■■  wbU  <■  orardraft  ob*cklog,  avara^a  cataa 
Crandad  u^i— td  daring  tfaa  pariod  corarad  by  Cha  aurvay.   Tha  iiiBdiai 
of  aavlnga  banks  oftaring  ovacAraft  obocklag  aarvlcoa  Incraaaad  fm 
37  to  *«   bamaan  Janwry  IMl  and  Oaptaafeoc  1911.  Alaoat  nooa  of  tba 
banks  offar  crodlt  card  plana. 

Iha  rataa  chargad  on  adncatlonal  loans  to  studanCa,  or  to  paranta 
of  atodanta,  gnazantaod  by  tba  Hov  Tork  stats  Blgbar  Education  Sarvlcaa 
Corporation,  Kara  all  at  tba  lagal  aaxlBiB  during  tba  pariod  corarad 
by  tba  anmy.   Bdueational  loana  to  parants  of  atudsnts,  guarantaad 
by  tba  nSBBSC  ataitlog  in  Octabar  1981,  vara  balng  offarad  by  4< 
savings  banks  by  Saptaabar  1981.   Hinatytvo  banks  nara  Baking 
goarantaod  loans  to  atodanta. 

Ul  raspondanta  indicatad  that  thalr  loan  ratas  wora  unifora  at 
all  oftleaa  and  Boat  Indicatod  that  thalr  rataa  on  any  glvan  typa  of 
loan  iMra  tba  aaaa  for  all  cnatoaera.  Tboaa  that  raportod  dlfferancaa 
indicatad  that  non-dapoaitora  paid  a  highar  rata  than  dapoaitora. 

Host  savings  banka  raportad  that  tbay  had  not  altarad  thalr 
eradlt  standarda  or  ioeraaaad  thair  — kiaw  cradlt  linaa  ainca 
Fabruary  1181.   Somvar,  thraa-quartar*  of  tha  banks  Indicatad  that 
thay  had  incraaaod  thair  participation  in  conauaar  landing.   «iis 
largaly  raflactad  tha  fact  that,  as  Indicatad  pravioualy,  tha  nuabar 
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of  savinga  banks  — ""j  ear  loana,  aacond  aoctgag*  loua,  orardraft 
loana,  unaacurad  paraonal  loaoa  and  aducational  loana  to  paranta  of 
atndanta  Ineraaaad  dnriog  tha  paciod  covarad  by  tb*  anrray. 

Tba  talapbona  aurvay  aada  in  HovMttiar  1912  of  a  aa^la  of 
Maw  York  City  and  upatata  aavinqa  baaka  Indicafcad  tbat  Ilva  of  tba 
■Ix  baoka  contactad  tiad  out  oactaln  of  thalr  i  iiiiiiiaai  toao  rataa 
■Inca  Saptaabar  IS,  ISIl.   Thaaa  rata  cnta  mra  aalDly  on  boiH  lafiziwa- 
■ant  loana,  antiHDbila  loaoa.  ■acnml  aDTtqaga  ioana  and  onaacucad 
paraonal  loan*  ITabta   1'').  A  vlda  canga  of  rataa  waa  ■ 
(Tabla  II) . 
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Moniu  PEicnRMn  uns 

R  umovamt  lojuis  »d  cmi  lu 
nHGs  B»ns  n  mw  tom  state 


In  »fi  Korfc  city 


l»8X 

19>I               IMJ 

19il 

1911 

■^i."- 

Anr>g«  tat* 

1S.21  « 

19.31   1     li.*X  % 

IS.St  « 

17. CO  9 

Suva  ol  tata> 

la.oo- 
is.oo 

17.00-       n.so- 
21. OO          20.00 

11.90- 

It.OO- 
22.00 

17.  «3 

'Si^ 

Avaaga  tat* 

l..»          17. >0 

17.00 

Maga  of  tatas 

- 

17.00-       1«.7S- 
19. SO          l».00 

- 

IC.OO- 
20.00 

14.00- 
19.00 

Loua  OB 

19.27 

Avaraga  Rata 

. 

17.  «7 

tanga  of  Bataa 

- 

17.50-       17.00- 
JO.OO          20.00 

- 

17.00- 
20.00 

14.00- 
19.50 

11.44 

Avacaga  Baca 

19.00          11. SO 

n.M 

unga  of  Mtaa 

- 

17.50-       17.50- 
30.00          20.00 

- 

17.00- 
22.00 

14.00- 
21.00 
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IP  Bw  torfc  City 1— whf  In  St«f 

Jm.  5, Jm.   J,     5«pt.   15,       Ju.   1, 3kH.  "l.  ~s«pt.  15; 

iMi  ma  H8Z  i>ai  ma  ma 


9.00  (        9.00  I  I.OO  I  J.OO  t        9.00  t 

9.00-  9.00-  9.00-  9.00-  9.00- 


LeaM  to  P»r»nt«  Gtt»r«iitwd  by  M 
Avaraqa  Rat*  -  14.00  14.00 

Bug*  of  IMtaa  -  14.00-       14.00- 
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IB  ■»■  »oct  Cltr Bl— h»c«  in  Itaf 

JETX .Tu.   1,     Upt.   IS,       Ju.  3, Jan.   :.  fapk.  IS, 

iMi         ma         ini  mi         im        1112 

Meonfl  Wortgag*  Loin 

ll.«>  I     I1.it  I  -                 11.10  I 


Lowf  »«ettr«a  by  ■>qnl«r  az  ooo/jxm  hecoontt 
9.17   «        11.17  11. 4S  10. IS    I       11. M 


M«E*g«  Bat* 
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IMv  car  Loans 

Dntecuisd  Teisonil  Loans 


(nadar  2  jrri.)  Car  Loans 
lavtr  7  yri.)  Car  Lmuii 
I  Securad  by  Savinqi  Accov 


■■  Bank 

no 

changai 

in 

of  taer 

ca 

F.S.H. 

Sscond  Hortgaqa  Loan 
Roehattar  savingi  Bany 


17 

<t  « 

XT 

0 

la 

0 

IT 

tin* 

0) 

IS 

*(n 

1) 

16 

Id* 

n 

IT 

0(1* 

ot 

IT 

OClt 

0) 

11.0 
II.  0 
11.0 
11.0 


16.0 

it.e 

16.0 


■OTgi   Dcy  Dock  savinqi  Bank  cbarqaa  Ugbac  catas  on  caetaln  loans  to 
pacaoBa  nhii  hava  no  daimalt  ralationBhlp  Hltb  eha  bank.   IB  tha  easa* 
^ara  thla  oeenra,  tbosa  higher  cataa  ax*  indicatad  In  paranchaaaa. 
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«  1{agfc^^Clty  — nM 


17.00  t 
IT.  00 
(19.00) 


17.00  I 
IS.  SO 
(17.50) 


SDChaiCax  Savinqs 
Syracuie   SavLn^i  > 

(Buffalo) 


II. SO 
K.OO 
IS.SO 


K.SO 

K.OO 
17.  SO 


>  Saving*  Bank 

I  a.T. 

Dock  •aviaga 


Opafta  Banlia 
MBdtaatar  Saving  ■ 
■yrocna*  Savinga 


I  J.  00 

IB.  00 

ia.o« 

IS.  00 

«.oo 

19.  so 
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0«  COUtMBH  LCMBS 

mxctBD  uviKis  Mms 
in  aw  roA  STUB 


ir— t—d  Muaatlon  lom« 


»W«  Tork  City  litfca  To  Btnaantm 

Dlaa  •avlnga  tank  ol  v.Y,  1.00  t 

Dry  Book  •avlngs  Bank  *.0O 

BaiMn'i  Sank  tot  Savlsga  t.OO 

qpataf  Sanka 

Soehaatar  tavlaga  Sank  9.00 

SyxBcnaa  SaTin^a  Buk  9.00 

nvira  SavljigB,  r.a.A.  9.00 
(Buffalo) 


ODlf  oaa  of  thaia  banks   (bpira  Bavlnga)   ottacad  a  cradlt  cacd 
ona  bank  (Dry  Dock  SavUiga  Sank)  charqaa  hlqter  ratas  on 
■In  loana  to  paraona  nho  bava  no  dapoalt  ralatloaahlp .     In  tba 
■  iiliara  thla  oecnra.  thoaa  hlgbar  ratoa  aro  Indicatad  in  paean- 
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C.    E 


Raapcoaas  war*  racalvad  tiam  (5  aavlnga  and  loan  aaaoclatiooa, 
of  vhich  4S  w*Ta  haadqiurtarad  outaid*  imm  Tork  City  and  ZO  mca  in 
Um  City.     Virtually  neaa  of  tb*  raapondanca  offarad  ecadlt  carda 
■id  aoaa  aaaoclatiaia  did  not  offar  othai  typaa  of  loana  apacttiad 
on  tha  queationnair*  fon. 

Ganacally,  avaraga  intaraat  rata*  en  hoaw  ii^rovaaant  loana 
iocraaaad  during  1911  but  daclinad  acawohat  during  19t2|    rataa  on 
nav  car   loana  fall  durliif  19IZi   and  thaca  vara  ataady  upvacd  Bova- 
■anta  in  avacaga  rataa  tbioughout  tha  parlod  covarad  by  tha  aurvay 
foe  loana  aecurad  by  aavlnfi  accounta  and  ovardraft  ebaoking  loana 
(Tablea  19  to    11).      For  Boat  typaa  of   loana,   rata*  In  Haw  lork  City 
uaually  aveiagad  higbar  than  thoaa  upatata  and  thara  vera  aubatantial 
Tariationi  In  rataa  chargad  by  dlffarant  Inatitutlona. 

On  emvant ional  hoaa  li^rovaBent   loana,    tha  avaraga  Intaraat 
rata  atatiMida  roaa  fr<«  15. t%  on  January  2,    1981  to  IS.ll  by 
JaDuary  2,  1981.     Sotievar,  aany  aaaociatioia  raducad  thair  rataa 
duiing  198Z  ao  that  tha  avaraqa  daclinad  to  17.81  by  saptanbar  15,    1981. 

A  alBllar  pattam  waa  avldant  in  1982  for  nan  car  loan*,  whlob 
daclinad  en  avaraga  during  1982.  By  Septanbar  1981,  15  aaaoclatlon* 
atatawida  Kara  offaring  naw  car   loani  and  13  vara  Baking  uaad  car 


Kith  J8  inatitutlona  offaring  tha*  by  Saptanbar  1 
a  daclinad  during  1982  aa  aany  aaaociationa  cut  thi 
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In  tlw  caaa  of  inatalaant  loani  ••eozad  by  ragnlar  awringa  or 
KD/DON  aceooDta,  •■  Hall  aa  ovardraft  cbaeklag,  avaea^a  caeaa  tcandad 
upvard  dnrls?  tha  pazlod  eorarad  by  tba  auivay.     Vina  aaaoclatlona 
wara  otfarlng  ovardzaft  chacklng  aarTicaa  by  Saptaaibar  1SI2  and  16 
Inatitutioaa  mra  Bakliig  Dnaacnzad  paraonal  Inatalait  loans.      Alaoat 
Booa  of  tlia  aaaoelatlizia  offaiad  cradit  card  plana. 

Tha  rata  etiacgad  cm  aducatiooal   loan*  to  •tudaaca,   ox  to  paranti 
of  atudanta,  gnaEantaad  by  tba  Mav  lark  Stata  Bitfkai  Bdoeatloa  Mrvloa* 
CorporattoB  naxa  all  at  tba  lagal  maal—  throo^oat  tba  paclod  cnaiad 
by  tba  aarvay.     aaacantaad  adacational  loan*  to  atadanta  waia  bainq 
offand  by  4J  aasociationa  in  Saptairiiar  IMl  and  Zl  aaaociationa  Mia 
■Bklng  fuarantaad  loana  to  paranta  of  atodwita. 

Ul  raapondanta  indlcatad  that  thair  loan  rataa  nar*  imlfoza  at 
all  offloa*  and  ainat  all  Indlcatad  that  thair  rataa  for  any  apaeifie 
typa  of  loan  wata  tha  a^  for  all  cnatoaaca. 

only  a  Urn  inatibutima  indlcatad  tbay  had  llbatalltad  thair 


Fabmary  1911  altbou0i  in  r^ortsd  tbay  bad  incraaaad  tbalt  parti 
tioa  In  coniu—r  landing.  Aa  notod  abova,  ■  noabar  of  aaaociation 
■ara  aaking  car  loans,  aacoad  acirtgaga  loana,  onaacnrad  paraoial  1 
and  gvacantaad  odoeatlonal  loana  by  Saptantiar  ltl3. 

nta  talaphona  aarvay  mde  in  Hovaadwr  1M3  of  a  aa^la  of 
Hair  lork  City  «nd  i^atata  aavlnga  Kid  loan  aaaoeiatloBa  indlcatad 
that  fiva  offchaais  aaaoclatlooa  radnead  cartatn  of  thair  rataa. 
Thaaa  Inclodad  rataa  on  bona  l^rovaaant  loana.   antOHiblla  loana. 
■acoad  Bortgaga  loana  and  maacarad  paraonal   loana    (Tabla     ij] .      8 
rata  varlationa  wara  alao  arldsnt   ITabla     13) . 
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In  W»w  torX  city 

Jm.'  1,       Jan.   I,     Sapti.'IS 
nil  ni2  mi 


11—iOt«  in  ataf 
Jan.   1,       Jan.  1,     flapt.  1! 
i»ai  nai  nai 


aoaa  till  1 1 1  aaaiit  Loana 


Avaraga  Rata 
RaB^a  Of  >Btaa 


Mraraga  Bata 


S.OD    « 

8.75   t      18.19   1 

15. 54   « 

s.oo- 

17.00 

8.00-        17. so- 
lo. 00          20.00 

■■«  car  Loaoa 

xi.oo 

7.00* 

B.<7          11. SO 

- 

IT.  00 

20.00          20.00 

V 

Loana  on 

car.  Laaa  Than 

Taara  old 

T.OO- 

■.«7          18.81 

I7?M 

20.00          20.00 

T.OO* 

7.00- 

a.  00-        18.00- 

- 

17. «  1     I 

15.00-       X 

IT.TS          1 

"i?so     ^ 

18.10          1 

^iJ?oo     ^ 

17.00-       1 

.T.Sl  t 

s.  so- 


la.00       zo.o 


oEtarad  car  loana  on  January  2,    19B1. 
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OH   BDOCATl^l   LOANS 
SAVINSS   MTD  lOM   ASBOCUTICMI    IH 

.., 

1  rOK  8Tft« 

In  Hi 

ilBl 

19(2 

••ni."' 

1991 

1982 

*^;,"- 

Studaota 

Ouarantaad 

l_by  WTSHISC 

9.00  t 

Rata 

9.00  t 

9.00  1 

9.00  t 

9.00   t 

1.00  « 

BBtaa 

9.00- 
J.OO 

9.00- 
9.00 

9.00 

9.00 

%°So 

9.0O 

*7 

•reSBESC 

14.00 

uta 

14.00 

14.00 

14.00 

Mtaa 

- 

14.00- 
14.00 

14.00- 
14.00 

14.00- 
U.OO 

14.00 
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AMNDAI.  PSRCraTAGB    RATES 

ON  OTHSS  TtVES   OP   CCnrSdNEH  LOANS 

SAVTHGS   MID   LOAN   ASSOCUTIOHB    IN   RCM   VORK   STATE 


Raii^fl  ot  IlBt« 


Krtttga  Rate 
Itanga  of  Ratas 


Hav  Totk  City 

hera  in 

Second  Nortqaqa  Loaas 

- 

18.19  X     17.58  » 

17.48  % 

- 

^Ii!Si    ^!i"« 

i«.oa 

K.OO- 

IS. so- 
lo. 00 

Loani 

saourad  bv  Raaulur  or  DOD/Dnr  Accounta 

B.n 

t    9.18     9. 78 

8.95 

9.14 

9.29 

7. so- 
il. 00 

7. SO-   T.SO- 
12.00   15.00 

ovardraft  chacklng  Loan. 

«.50- 

It.OO 

S.50- 
19.00 

8.50- 
18.50 

- 

19.50'   19. 50* 

1S.71 

17.  M 

la.is 

■ 

19.50-   19.50- 
19.50    19.50 

Dnaacurad  faraonal  Loana 

12. IS- 
IS. 00 

17.00- 

18.00 

11.00- 
10.00 

18.00 

19. JB    19.14 

19.08 

18.83 

17.00- 
19.00 

18.00-   17.50- 
31.00    21.00 

18 . 00- 
10.  SO 

IT . 00- 
10.  SO 

3O-0S3   0-83-27 
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BAvnos  UD  Lom  ksaocumoMS 

<M  COHSDMB  LOMn 
SIMCI  SBPnNBU  IS,   1981 


m B5»^bwr  1 


Vniacurad  far  (OB*  1  I> 

SMNWd  Noe^aga  Loan 
uhlngton  Fadatal  3L* 


Bb— ataaa  SI* 

ao  cbangai   In  rataa. 
gchanaotady  faJaral  SI* 

Bcaa  fliiin— III    Uana 
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jkanou.  FBI 
cm  ca 
exLtciED  unuBS 


M-  York  City  Aaaools- 

rlnancial  Fadual  BLA 

: 

■(MutUd   BUL    (Dtlca) 

SebnMctady  Fadaral  SIA 

16.00    % 

le.oo 

1«.00 

SMOOd 

Nortgav* 

ovurdcaft 
Loana 

Mk  rock  city  AaBDcJ 


adiaoo  PadwBl  BIA 
rinancial  Fadaral 

Naahiugton  radacal 
opatata 


D,(,..,:edbyG00gIC 


cm  Q0N8IBKI  uun 

SBLXcm  MTiwa  jun  iau  ubocutioks 

»  Ton  STura 


■  TTock  City 


Waafalngton  Fadaral 
Op«t«t»  »«»i>cl«tion« 


to  stnJmf  To  P«rMit«  of  Btod—f 


12.00 
11.00 


NOTBi  oalf   on*  of  that*  •••ociatlona  oKarad  orodit  card  plana. 
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D.  Cfdlt  mica* 

BaspoB***  iMza  Eaealvad  (re*  S4  cradlfe  uBlcaa,  of  which  3< 
■•ra  haadquutsrad  ontalda  Haw  York  City  and  1>  vara   In  tba  City. 
Soaa  at  tha  iostltationa  did  not  raport  Intaraat  rataa  oo  all  trpaa 
of  loans  fox  allthadatas  ivaotdod  la  tha  quaatlmaaira. 

GBierally,    intaraat  rataa  cb  tha  various  typaa  oE  conaoaar  loans 
offarad  by  tba  raportlnf  eradit  uaiotia  trandad  g|»ard  daring  tha 
period  eovarad  by  tha  anrvay    ITablaa  34    to  2t  ) .      laCaB  in  Ma  York 
City  uaually  avaragad  highar  than  thoaa  i^atata  and  tbaca  waca  anb- 
atanttal  vartatiaoa  In  rataa  chargad  by  dlffarant  inatltntlona. 

On  coavantiooal  hoan  lavcovaaaat  loana,  tba  avacaga  Intaxaat 
cat*  BtataHlde  loaa  Iroi  14. Ot  on  JMuary  2,   19>i  to  lS.3t  by  January  2, 
198Z   to  15.4%  by  Saptaabar  IS,    1»S2. 

S1m11«t  pattams  vara  avldant  for  autcMOblla  loana,   aactaid 
■ortga^a  loana,    loana   lacurad  by  aavlnqa  accounta  and  unaacnrad 
panonal  Inatalnant   loana.      Alaoat  nana  of  tha  eradit  nniona  offarad 
cradle  card  plana. 

In  tha  caaa  of  ovardraft  chacklng,  the  avaraga  rata  atatawida 
roaa  frev  K.Ot  to  IT.Ct  by  January  1,  1983  but  daellnad  to  17. 3t  by 
SaptMbar  IS,   1982. 

Tha  rataa  chargad  on  aducational  loana  to  itudants  or  to  paranta 
of  atud«ita,  guarantead  by  tha  Ha«  York  Stata  Highar  Education  Sarvicaa 
Corpcratin,   vara  at  tha  aaxlaua  paralttad. 

All  raapoodenta  Indicatad  that  their  loan  rataa  Hara  unifom  at 
all  officaa  and  alaoat  all  Indicatad  that  tbair  rataa  vara  tba  aaaa 
for  all  cuatoMra. 
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Moat  cradit  obIoi*  r^orcad  that  Uwr  ha'  not  altaiad  tbalr 
ci«dlt  atandarda  oi  lAcsaaaad  tlialr  ■a»lpu»  oz^it  lluaa  alnaa 
Fafanwxy  1981.     Bn—rar,   30*  of  tlw  raapandanta  iadloatad  that  tbay 
bad  inoraaaad  tbalr  particlpatioo  In  aanauBal  landlnq. 

On  Boat  typaa  of  loan*,  ceadit  aolaaa  ebar^ad  loMar  latacaat 
rataa,  on  avaraga.  tban  did  oo^iacclal  banU.  aarlngs  banfca,  aavtaja 
•nd  loan  aaaoalatlooa,   llcanaad  laodarat  ratailara  or  ear  daalara. 

Tha  talapboB*  aurray  aada  In  Bovaabar  IHl  of  a  aaivla  of 
cradit  ooloaa  ladlcatad  tbat  (oar  of  tba  alx  oradlt  aolaaa  oontactad 
had  radncad  oartaio  of  thalc  Ion  ratM  alnca  liftMliar  IS,  ItM 
ITabla     371 .     Sobatantial  cat*  Tarlatlooa  aara  alao  1 
(T«bl«     21) . 
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In  WW  York  City 8X»«^k»  in  8tat« 

jt«i.  ■  1. — j«i."i,   i.pt.  IS,    jiLT  IT — iM.  r,-4«pt.  h; 

1911  19B2  l»aj  l»ai  IBBJ  19gJ 


Avecaqa  Ra 


IS. 89  % 

6.89  t 

«.S9  t 

12.92 

ii?oo 

2.00- 

2.00- 

10.08- 

le.oo 

Loan> 

15.65 

C.94 

C.94 

11.19 

12.00- 
18.00 

20.17 

20.37 

9.96- 

21.00 

16.01 

7.08 

7.08 

12.99 

12.00- 
20.00 

4.00- 
20.00 

4.00- 
20.00 

9.TI- 
21.00 

Cm«  2  I 

ari  Old  o 

16.01 

7.08 

7.08 

13.07 

12.00- 

4.00- 

4.00- 

9. 7  J- 

20.00  20.00 
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IB  —  York  City 

Jan.  I,       J«o.   1,     Upt.  IS,       Jan.   1,  3ui.'  Si     Upirir 

1911  iwa  H8i  mi  ut2  ua2 

Loam  to  »tna«nt«  Onarmt— d  by  WtaMMC 

Xvnag*  Rata  >.O0  %■       t.aa  t*     •.00  t*  9.00  t  9.00  %        >.00  I 

Bug*  of  Ratas  >.O0-  9.00-  9.00- 

Loapa  to  Paranf  OuarwitaaJ  by  WIMB8C 

kvaraga  Rata  ...  -  14.00         14. OB 


Only  ooa  caBpoodant  offarad  atnOant  1 
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MonniL  pmcaaTAGE  uns 
OK  omBH  tnu  OP  cchsom  lqms 
CREDIT  oMiow  n  mi  to»  sntxE 


191 1 

1981              1982 

1981 

1982 

•^Sh"- 

Saeond  mztgmgm  loau 

Avwaga  Rata 

le.M  % 

17.44   (      n.44   ( 

14.25  1 

15.00  1 

15.80  » 

Kama  o(  iwtaa 

16.00- 
11.00 

IS. 00-        16.00- 
10.00          20.00 

12.00- 
IT.OO 

11.00- 

n.oo 

15.00- 

Loans  ft 

Kuraa  trr  tttmlmi  or 

DOD/DOM  ACC 

roimti 

Avaxaga  Kata 

1J.«4 

13.99          13.99 

11.50 

12.07 

Ranga  of  MtM 

9.M- 

24.00 

10.80-        10.80- 

ti't'o 

6.00- 
18.00 

6.00- 

le.oo 

Onrdraft  Chackiiw  LOI 

in< 

17. «1 
16.00- 


Onaaeurad  Paraonal  Loana 
14.13     15.50    15.57       11.78 


14.11 
9.00- 
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..  uama 
B  IS.  ini 


xai   HottqiqB    LOUU 


Uawl    {ovac   2   yrs   1    Car   Loan* 
OvacdrafC  Chackiag  Iiouis 
Dnivcorad  Faiaoiul  Loan* 


■  ^apLoyw  federal  Credit 


1  loir— bM  1 
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unanL  njaan»>x  una 


SBUCiBD  csBoiT  vnicma 
nt  mi  ton  state 

c   19t2 


convantlonal 


iMcl«n  AlrlL.;. 

14.00  « 

12. OO  % 

12. 

,00 

■/fin  CO. 

17.00 

17.00 

11. 

.00 

Muiiclpal  CD. 

17.00 

IS.  00 

IS, 

.00 

Salf  Balianca  Fad 

.  CD. 

14.40 

IS.  00 

K. 

.20 

OntBld*  Mm  TOrk  ' 

City 

12.00 

11.7S 

12, 

,75- 

13.75 

r^.   CD. 

^>loy*«i 

13.50* 

14.00 

11. 

.00 

Md.   CD. 

S^ta  bployHi  Fwl.   CD. 

17. SO 

IG.SO 

17, 

.50 

Sacond 

(wardraft 

Loana  Sacurad 

Dnaaearad 

Hortgaga 

cbMUilnq 

by 

Pwaonal 

ta«n« 

Savinaa  Aocta. 

IMD. 

in  B«  lork  City 

13.00  1 

14.00  1 

CO. 

Hyfia  CO. 

18.00     » 

14.00 

10.00 

WlBicilMl   CD. 

11.00 

10.80 

Pad,   CO. 

Eia 

14.00     » 

J.25 

-Tt.oo 

1«.0« 

^l^Wad.  C 

■  is.so* 

li.OO 

10.00 

18.00 

SUM  ^loyM* 

- 

17.50 

10.00 

17.10 

vac labia  rata  leans. 
DtSi  Thraa  of  tbaaa  ecadlt  nnlona  [Sail  Balianca  and  tha  two  tBN 
evadlt  nnloDa)  aaka  gnacantaad  aducatloD  loana,  all  at  tha  wuiia 


,db,Googlc 


&  total  of  31  llcanasd  Imimxt  ra^ondad  to  tba  quaatlonnaica 
■urvay.  Boat  ot  Hhlcti  had  oCfloaa  only  ontatda  naw  lork  city.  >ot 
all  landara  nada  all  tba  typaa  of  loaoa  Indicatad  on  tba  qnaatioonalEa 

Id  gaoaral,  tba  anrvay  indicatad  tbat  aoat  of  tba  raipondanta 
iMia  at  tba  2S%   lagal  — '—  by  January  1911  foe  car  loana  and  tor 
paraonal  loan*,  botb  aaovrad  and  unaaonrad,  and  hava  raawload  at  that 
laval  op  to  Saptaabar  13,  liai.   Tbaia  tMra  Htda  variatloaa,  bowavat. 
Id  iDtarait  eatai  cbai^ad  on  aacood  aDrtgaga  lOana  ITabla  291 ■ 

During  1983,  tha  BTaraga  intaraat  rataa  on  aaeond  BDrtgaga  loana 
dacllnad  itatnlda  tarn  11.11  to  10. SI.  By  SaptMbar  1983,  16  Uodara 
wara  Baking  tbaaa  loana. 

All  but  ooa  of  tha  raapondanta  indicatad  that  tbaiE  rataa  od 
all  typaa  of  loana  vara  mtifoia  at  all  oftieaa  for  all  eoatoaara. 

■oat  landara  eaportad  that,  ainca  Fabruary  1981,  thay  bava 
not  libarallaad  cradit  atandarda  or  raiaad  eradit  linaa  although  40t 
atatad  thay  bad  ineraaaad  thaic  participation  in  conaaiar  landing. 

Tha  talapbono  aurray  aada  in  Keiraa^ar  1982  of  a  aaapla  of 
lloaaaad  landara  indicatad  that  thraa  of  tba  fotur  landara  had  radvcad 
cartaln  of  tbaic  rataa  ainoa  SaptaaAar  IS  <T«bla  30) .  Soaa  rata 
variationaaaraavidant,  particularly  tor  aaeond  aortgaga  loan*  llaUa 
311. 
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ntBLX  1* 

cnmuB  Mtsa  cm  u 
LiciMsiD  LiamB  la  an  tomc  » 

In  M«  tock  city 

HW  l»a2  1982 


23.00  «        2S.0 


>BD9*  of  Kataa* 


k*«rag*  Bata  14.13  IS. 00  25.00  24.11  24. <1  24.74 


Unroqa  Rata  24. SO  29.00  IS. 00  23. C2  24.40  24.34 


1.22  10.54 


DRi   Foot  of  tha  flva  eaapondanta  with  offlcaa  la  Wtm  Ytak   City  alao 
bava  officaa  mtalda  Naw  lork  city.   Iboaa  laadara  Eabolatad  ■■ 
baliig  ootalda  ■«>  toek  City  ha*a  no  officaa  In  clia  City. 
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ATOP  rllUBtcUl  BtvIc— 
Wa  ebaa^mt  Id  rat*!. 

B«rel«v»  >— rlom  FlnmolBl  Inc. 
Baoond  Nortgaga  Li>aii> 

■Miaflcll  rlnanea  Co. 

npaaeturad  Paraonal  Loaoa 

taaMmtoU  rtuMneu  Corp. 
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jinrau.  PBBCBmtGi  una  cm  comsdmcii  l 
nucno  wtJOB  Licnno  lbtous 
n  ON  ton  smn 

'     c  19(2 


Baoafielal  Plnanc* 


DDMCorad 

25.00  1 

22.00  » 

as.  00 

11.00 

23.00 

20.45 

25.00 

20.22 
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I  15  rauilan  vho  bad  UiaiE  cm 
OE«dlt  or  ohar^a  plana.     Of  ttiaaa,   11  vara  locatad  oataida  ■•«  York 
City. 

nia  rataa  ehazgad  by  Cbaaa  ratatlara  oa  thalr  ravolTlng  ciadit 
aooooDta  gaaarally  trandad  opoard  daring  tha  paclod  eovarad  by  cha 
■UEvay    (Tabla      31).      On  ladabtadnaaa  of  ISOO  or  laaa.  cha  Bvaraqa 
rata  atatawlda  vaa  alaoat  lit  in  January  1911,  coaa  to  30.11  la 
January  1913  and  to  10. «l   In  Saptwbac  1)12.      Cn  baUncai  armr  tSOO, 
tba  amraga  rataa  wasa  11.91,  17.91  and  19.lt  <n  tha  thraa  dataa  oorarad 
in  tha  aurvay. 

Ilta  raapoodanta  raportad  that  thair  rataa  vara  uniConi  at  all 
thalr  plBcaa  of  bualnaaa  In  Maw  york  Stata. 

Itoat  of  tha  raapcndant   ratallara  did  not  offar  eloaa-and  oradit. 
Of  tha  faw  that  did,  all  Indicatad  thair  rataa  «ara  tha  aaaa  aa  for 
thalr  ravolvlng  cradit  aocouata. 

In  addition,  all  but  ona  raapoodant  aald  althar  that  thara  vara 
no  aoothly  cbac^aa  laviad  on  10-day  acoounta    Cahara  tha  total  out- 
■tandihf  balanea  is  dna  and  payabla  by  tha  Bant  payaant  data)    or 
that  thay  did  not  offar  auch  aecounta. 

virtually  all  tha  latailara  indicatad  that  thay  did  not  diaaga 
thair  cradit  atandarda  or  cradit  linaa  ainoa  Fabmary  1911  nor  did 

aooa  of  tha  aia  ratailara  cmtaetad  by  pheoa  in  Hon^r  IMl 
raportad  any  chan9aB  in  tbalr  rataa  ainoa  Saptasbar  IS,  1913.  11m 
■Oinatir  Ifta  rataa  tor  thaaa  ratailara  ara  liatad  U  Yahla      31. 
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t  BBTxiuas  n  NSW  vox  stati 


Ju.  J,    9«pt.  If7 


ATWaga  Sat*  18.00  t        19. SO  t      19. SO  I  IS 

■tu^a  of  gMtmm        IS. 00-  IS. 00-        IS. 00-  11 

11.00  21.00  31.00  1 

laartifdi™  of  Ormz  1500 
Avusga  lUta  13.00  19. SO  19. SO  13 


20-053  0-83-28 
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tm  canvtrntt  ckbdit 

BELBCISD  HETAILntS 

in  HtM  von  BTxn 


B.  Utaan  c  Co. 
OliTbach '  • ,  Ine . 
J.  c.  Pamwy  Co., 

op«t«t«  l>Bt»ll«r« 
Bnic«  Ball  Corp. 


14.00 
11.  SO 
11. SO 
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a.  tataaebtlm  D^^mn 

■  obtmlnad  tiem   SI  ntoaobila  daalaxs,  alBost  all 
of  nlioB  mv  outilda  Mw  7oKk  City,  aot  all  tita  dMlaes  caportad 
lafomatioa  on  all  Uw  typaa  of  antcanUla  tlDanclng  cavarad  In  tba 
qnaat  iauaiia . 

Ovaratl,  tha  anrvav  ravaalad  tbat  avara^a  rataa  en  auteanblla 
loaaa,  boUi  ton  oaw  aod  naad  oara,  Incraaaad  during  IStl  bat 
daclinad  daring  IMl.  Ibara  Kara  alao  aobatantial  varlatlona  la 
rataa  tmaaq  daalara  (Tabla  34) . 

On  naw  car  loaaa,  tha  avaraga  Intaraat  rata  atatawida  naa 
■lightly  oral  ITt  in  Jannary  1911.   X  Majority  of  tha  raapoodanta 
laenaaad  thaic  rataa  dvclng  19I1  ao  tbat  tha  avaraga  in  Juioazy  1«II 
atood  at  IT. It.   During  1111,  homvar,  a  noaiiar  of  daalara  cut  thair 
rataa  ao  that  tha  aracaga  daclinad  to  IT. 51  by  Mptaabar  1911. 
SiBilu  pattama  vara  arldant  tor  oaad  cat  loana. 

Virtually  alt  tha  raapaadanti  Indicatad  that  thalr  tataa  waca 
onifeiB  at  all  thalr  placai  of  buiinaaa  for  all  thalr  cuatoaBra. 

Tha  piapondaraaca  of  tha  daalara  raportad  no  llbarallaatlon 
of  ecadlt  atudarda  ainca  rabruary  1911  althou^  3Cl  of  thaa 
raportad  incraaaad  participation  in  ccmaiBar  landing  aetivitiaa 
ainca  that  data. 

During  tha  oonraa  of  1912,  tha  financing  araa  of  tha  aajor 
antonblla  aaBafactncara  cat  thair  rataa  for  varioua  parioda  of 
tiaa  for  cartain  of  thalr  cara.   For  azaivla.  at  tha  and  of  Marehi 
Ganaral  Hotora  innooncad  a  12. St  rata  to  bayara  of  Ita  naw  ears 
for  tha  naxt  tuo  Buntha.  In  aarly  aovaabar.  it  cut  Ita  rata  to 
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10.91,  trot  ISt,  «  1»3  aodala  In  ordar  to  halp  radoca  daalsra* 
im«Btorla>.  Fold  Motor  Ciadit  Cn^iny  annoaiooa  a  rata  est  to 
lO.TSI  aarly  in  Hovaabar  to  finaica  purchaaaa  of  lt>  ml   ford, 
Unoola  «Bd  Naieiuy  aodala  ufaich  will  oentima  tbrongh  Dooaabar  11. 
Barliarintbayoai,  Fold  had  offarad  an  11. *t  rata  for  apacltic 
■odala  for  a  pariod  of  tiaa.  Chryalai  cut  ita  rataa  Co  10. tl  on 
oartaln  IMl  nd  19S3  Bodali  In  aovaabar  and  thia  rata  will  afvly 
until  tba  and  of  19SI. 

Six  of  tha  aavan  oar  daalara  Inclndad  in  tba  aaapla  talapbona 
aarvay  in  Vovaabai  IMl  raportad  that  thay  had  radnoad  thalr  rataa 
OB  aotoBofella  loan*  alnco  saptaatoar  IS,  ivai.  For  flva  of  tba  alx 
daalora,  tba  rata  radoetlona  appliad  to  both  naw  eara  and  aoaa  oldar 
cara  (Tabla  3$) .  So*m  rata  varlationa  waa  alao  ladlcatad  (tabla  Ml . 
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21.00          21.00 
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21. S3 

jo.n 

12.f7          22.17 

21.73 

iT.ee- 

17.00- 

18.00- 

18.00- 

D,j.,.db,Googlc 


Cry»tal  01J««>btl«, 


<>i>ra»  Iwltli  Watoi«.  Inc. 


Dsad   lovar  2  yra.)  Car  L 
atmwaoa  ■»mth  llotor».   Inc. 


ta 
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2  yr«.   old         old  or 


■  torlc  City  D— Im 


OBincial  Ford,    Iiu. 

Op«t<f  DMl«r» 

Millu  Motor  Cu  Corp. 

(BlaghaMton) 
Gwirg*  B.   iBith  Motora, 


19.00 
17.  SO 
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BMSniG   DBPJUtnUIIT'S   COHBUIBR  tDOCATIMI 


In  light  of  tl»  findinga  of  this  twnf  Indicating  that  iMOka 
Dntlnulng  to  affac  a  wlda  canga  of  rata*  and  faas,   tbaiAy 


■ignltloanC  that  ttw  Builili 
I— ailiataly  attar  pa  a  sag*  c 
1980  to  aducata  tlM  public 
•hop  foE  cradit. 

■ntltlad  *BlBpplng  tor  CradJ 
YbEk  Stata*  and  diitEllntad 


(or  tha  bast  cradit  daal  ■ 
notlflad  aU  of  thair  Ma  Vork  B 
of  tUa  'Shopping  for  Cradit'  br 
pobllcatlona  looatad  In  Maw  VOrk 


larnatlva  oboleaa.  It  la  partlcu] 
DapartBant  laliaiti  iil  on  a  broad 
tka  OMDlbua  Banking  Bit! 


a  Dapartaant  davalopad  a  brochui-a 
CoBsuME  Galda  for  Cradit  In  Haw 
i  ■illlOB  eoplaa.  Iha  broctrara. 
fon,  addraaaad  aany  of  tha 


hava  had  about  tha  law  and  urgad  thaai  t 


Ria  Han  York  tklaphona  Ooapany 
inutoMra  of  tba  availability 
■  and  all  TV,   radio  and  nana 


liancaa  of  tha  brochura'a  avail 
;tlon  with  tha  dlatElbntion  of 
.vad  ganacoua  aaalatanca  frOM  tha  Outdoor  Hdrartialng 
arrangad  for  traa  billboard  apaca 
for  cradit  and  Indlea- 


Eha  Btata  urging  tba  public 
ting  tha  Bvailablllty  of  tha  OapartMni 


I  broohoia. 
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Hm  IHiiiil— III   alio  raoMvad  Iraa  tlia  Itaw  Vork  city  isuult 
KatlBClty  ■  public   Barvica  donatiBii  ot  advutlaing  apMa  on  aulMay 

tha  blllboaxd  poataci. 

In  addiUon,   aa  part  of  our  ongolnq  profTia  ot  •docatinq   tha 
oonaiBaT  to  tha  rapidly  ehanvlnv  world  of  banklnq,   tha  Dapar^Mnt 
inatltntad  in   ■outraach*  proqraB  lAisb  loaludad  a  fraa   a^daar 
daalgnad   to  halp  tba  public  battar  aadaratand  bankiag.     Plva   auch 
■Mtnari   hava  baan  bald  axovod  tbo.Btata  during  IMS.      «ia  aaainaia 
vara  daai^aad   to  asiplalD  ■«■»  of  tha  aait  typas  of  dapoait  accounta 
and  loana.   imladlng  aaoond  aert^ga  loana,   that  ara  baiag  offarad 
by  banking  inatltutlaai  aad  to  attaavt  to  raaolva  aDy  paraooLBl 
pcoblaaa   that  ai^  laaahar  of  tha  public  nay  hava  had  with  (iaaneial 
inatitutloBa  io  K«t  n>rk  Stata. 
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L  MTROOUCnON 

A(  In  mwiy  other  ■UMt,  there  exists  in  Michigan  a  specie*  of  non-depotltory 
lender  which  specialize*  in  relativeljr  scnaJl  consumer  loans.  MicMfan  an* 
unofig  the  first  sli  state*  to  recognize  the  need  for  a  legal  sowca  of  small 
amounts  of  cash  cre<St  and  to  enact  legislation  permitting  estabUshment  of 
mall  loan  companies.  The  Intent  of  the  law  was  to  allmlnate  loan  dtarfcs  bjr 
serving  tht  credit  demand*  of  "^leedy  and  neceaaitoua  borroaif  ^  throu^ 
regulated  lender*.  1^  encou-age  formation  of  smaU  loan  con^anias,  Umitatkm 
on  Interest  rates  were  set  at  levels  which  would  enable  the  compantea  to 
operate  profitably  and  which  "would  be  rcasonaUe  to  borrowar*  In  view  of  the 
rUk  and  other  cost*  InvolvML"  (The  Ccwsumer  Finance  h>dmtnri  Hi  Cow  awJ 
RenUatlon.  John  M.  Chapman  and  Robert  P.  Shay,  eds.,  ColimUa  UnlvAntty 
Pnu,  1967,  pb  li) 

Let  u*  examine  the  legislative  history  ol  the  small  loan  IrKluBtrv. 

A.  191 J  PA  22ti  Loan  limit  of  $900)  Rate  of  3«  per  month  for  Iomm  of  $100 
or  1«M  and  2%  per  month  for  loan*  in  mtceu  of  $IOOi 

B.  1921  PA917;  Lo«  limit  of  $300)  Rate  of  3«  per  month  for  torn  of  $100 
or  laaa  and  ^  per  month  for  loans  in  exoes*  of  $101^  rapialid  prawloHi 


C.        19Z9  PA  ISl)  Loan  limit  of  $300)  Rate  of  3im  per  n 


DigiLizedbyGoOglc 


a  I9M  PA  2It  LOM  limit  at  $300t  Rate  erf  9»  per  month  en  the  portien  of 
the  wpeW  balance  of  Iomi  «Mch  !■  $100  cr  Ibm  and  2)M  per  mcmth  on 
the  unpaid  bilanci  in  cxou*  at  $10(^  repealed  previoui  act 

E.  19*7  PA  ini  Lowi  limit  ol  iSOOi  Rate  of  3%  per  month  en  portian  U 
laipaid  haiire  of  $10  or  le*^  HV  per  month  en  portion  of  teipeld 
baiMice  in  «kom  of  $»  but  not  In  ewxM  of  iSOOf  OuTM  per  month  on 
portlm  D<  wpaid  balvKe  in  enxoe  otf  $300)  amended  previow  act. 

P.  1N3  PA  103t  Loan  limit  of  $l,000|IUte  of  2)»  per  month  on  portion  o< 
laipald  bJinCte  of  $300  or  leoei  l%%  per  month  en  portian  of  wipaid 
balanca  In  ekeoM  of  $300|  amended  previous  act. 

G.  1971  PA  Itti  LoM  limit  of  $1,300)  Rate  of  2H%  per  month  on  portion  of 
unpaid  brtanoe  of  $400  or  lent  IKK  per  month  on  portion  e<  la^aid 
btfande  In  exceei  of  $tOO;  amended  previoui  act. 

H.  197S  PA  92ai  LOM  limit  of  $3,00(^  Rate  of  31»  per  yaw  on  the  portien 
otf  the  icipald  prlndpel  balancie  amounting  to  $>00  or  lea*  and  13%  per 
year  on  the  portion  at  the  unfiald  prlndpel  Iwlance  In  iiiiaaa  td  $900 
(doea  not  apply  to  a  loan  aacured  by  a  motor  vehkde  2  or  lem  modal  yeera 
eld),  or  IM  per  year  on  the  inpaid  prindpal  balance  of  $3,000  or  leeai 


19S0   PA   39^   ftoNbltad  the  aaalgnment  of   wages  ae  aacwlty  lor 
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For  the  fim  time  in  many  yean,  Michigan  ha*  fewer  than  200  Ucwued 
regglatory  loan  oftice*.  The  121  uKires  existlnc  on  Septemtoar  I,  1912 
conitituted  «  mere  I7J%  of  the  IKS  peak  level  of  «91.  About  79%  <a  «ilttin| 
regiiatory  loan  llcentce*  have  ceased  granting  new  loana,  and  moat  of  the 
othera  limit  loana  to  $1,000.00  or  lea*.  Many  large  chain*  arc  liquidatifig  their 
hiichigan  holding*  becauae  Michigan  regiMationa  do  Aoi  permit  them  to  operate 
profitably. 

The  heavy  burden  ol  regulation  placed  upon  amaU  loan  con^anle*  (partloiartj 
ceilings  on  Iohi  interest  rates  and  loan  amounts)  with  the  intent  of  protectini 
IlnanciaUy  UMophisticated  borrower*  has  limited  their  abUity  to  serve  •htaady 
and  necesaitoia  borrowers."  At  current  levels,  loan  size  and  rate  ceUings  have 
made  it  impoaslMe  for  amaii  loan  con^tanics  to  operate  ptofitaUy  in  Hkhlgai^ 
and  they  arc  leaving  the  state. 


n.   NUMBER  OF  LICENSEES  AND  THEIR  LOAN  ACnvmES  SINCE  1960 

Table  I  shows  the  number  of  licensees,  the  mvnber  d  accounts  they  held,  and 
the  average  number  of  accowts  per  licensee  each  year  since  I960.  The  nunbar 
of  licensees  has  laUen  fairly  steadily  since  19a,  with  one  brief  reversal  in  1972. 
(Note  that  in  1971,  the  loan  ceilliw  was  increased  by  30»  {fram  $1,000  is 
$1,M0)  and  the  amount  to  which  the  hitfwst  rate  vpUed  reee  fram  $300  te 
$*00J 
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NiMiibw  of  to»t«»ti  and  Number  <rfUcwwee«.19«)-1981 

(Seurcet  Abstract  ot  Reports  of  Regulktory  Loon  Licewcs  for  1960-197^ 

AmMl  Report  of  the  Ftiwncial  btttttutioni  Bureau  for  19S1) 


I9W 

M4^3} 

3*9 

IMl 

577,507 

38* 

IW2 

575,293 

60* 

IMS 

55S,107 

608 

I«» 

5*3,353 

63* 

1965 

536,009 

637 

19M 

569,903 

673 

l«7 

377,7*9 

677 

19a 

377,297 

691 

19«9 

590,516 

676 

1970 

3S2,UG 

626 

1971 

332495 

593 

1972 

317,277 

597 

1»7J 

307,000 

593 

I97t 

*97,916 

550 

1973 

432,205 

*6] 

1976 

396,373 

*15 

1977 

376,332 

387 

197* 

379,277 

375 

1979 

365,63S 

350 

19U 

329,028 

271 

1981 

261,05* 

165 

1,011 
1/1*4 
1^214 
1,582 

to  1981,  the  kvcrage  nunriwr  of  open  accowit>  fdl  to  its  lowcct  level  dwing  tite 
twenty  yeor  period,  261,054  •ccowts.  Thl*  reprcwntt  dedinei  from  the  1960 
•Ml  1969  leveli  of  5Xt%  and  5iJI%,  re^tectivedy.  Mott  of  the  decline  U  due  to 
reatrlctive  cdlingi  on  interest  rates  and  Iomi  size  which  <fiiootra|e  lictnoeti 
from  makins  resi^tory  lomi.  Trendi  In  ataeti  devoted  to  the  regiiatory  loan 
buslnets  siwort  this  view.  These  assets  dedined  (in  nominal  as  well  as  real 
terms)  In  sia  of  the  12  years  since  1968.  But  In  1972  and  1979.  Udlomk^ 
[t  oelllnga,  regitetory  losn  assets  JwwsJ 
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One  factor  that  may  have  contributed  to  the  decline  in  mmbert  ol  accotMtti  wai 
coraolidaljoru  of  scpfiruie  acrouniK  mudc  possible  by  ihc  loan  amount  ceiling 
increases  in  1972  and  1978.  Another  possible  reason  [or  Ihc  dedlna  in  number 
of  accounts  handled  by  small  loan  companies  was  the  competition  offered  by 
other  types  of  financial  institutions.  For  example,  wide^)rearf  issuance  of 
credit  cards  by  retailers  and  all  types  of  financial  Institutions  ha*  provided  an 
easily  accessible  source  of  credit.  The  credit  card  is  a  less  costly  and  more 
convenient  nteans  of  using  credit  to  complete  transactions.  Its  verntility 
enables  cardholders  to  charge  small  dollar  purchases  or,  if  they  de>lr«,  more 
costly  items  such  as  consumer  durables,  since  a  line  of  credit  of  $)tOOO  I*  not 


ReKuiatory  I.oan  licensees 

Total  Assets 

Assets  Used  %  Irtcrease 

in  Regulatory  <Decliite)  From 

Loan  Business  Previous  Year 


19U 

361.472,000 

1M9 

379,677,000 

3.9« 

1970 

342,977,000 

(3.«) 

1971 

332,8«9,000 

<«.3} 

1972 

393,869,000 

18.9 

1973 

»23^3a,0O0 

7.0 

i97» 

*00,«79,000 

(5.3) 

W3 

331,013,000 

(10.7) 

197« 

333,935,000 

(6.7) 

1977 

33S^63,000 

ij 

197S 

3*7,137,000 

2.4 

1979 

«2S^7,000 

23.# 

1910 

3*7,227,000 

(l».9) 

19tl 

233,1  D/WO 

(32.3) 
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Since  the  market  for  consumer  cash  credit  is  segmented  by  the  credit  source 
and  the  borrowef's  credit  risk,  it  is  unlikeJy  that  competition  from  other  cre<fit 
sources  has  caused  the  dedifw  in  numbers  of  small  loans.  This  segmentation  is 
caused  in  part  by  differences  in  legal  interest  rate  ceilings  and  maximum  loan 
amounts  available  to  various  types  of  financial  institutions  and,  in  pari,  by  the 
fact  that  different  types  of  credit  grantors  choose  to  serve  specific  segments  of 
the  constvner  credit  market.  (The  allowable  interest  rate,  the  degree  of 
perceived  credit  risk,  and  size  of  the  loan  are  factors  in  lenders'  decisions  to 
serve  certain  marlcet  segments.) 

While  average  humber  of  open  accounts  fell  between  1960  and  1981,  the  average 
numtter  of  accounts  per  licensee  rose  18.1%  during  that  period.  Between  1960 
and  1968,  as  number  of  licensees  rose,  the  average  number  of  accounts  per 
licensee  fell  from  1,028  to  tSi.  Then  from  1976  through  19Kl  it  increased 
rapidly.  Much  of  the  latter  increase  can  be  explained  by  recent  declines  in 
number  of  licensees.  Many  licensees  which  closed  their  offices  sold  their 
accounts  to  other  licensees.  Some  chain  companies  merged  the  Accounts  of 
closed  offices  with  those  of  their  remaining  offices.  While  there  remained 
fewer  offices,  the  average  office  in  1981  held  more  accounts  than  it  did  prior  to 
1976. 

Table  3  shows  the  percentage  shares  of  the  nationwide  consumer  credit  market 
-  botA  loans  outstanding  and  new  credit  extensions  -  held  by  various  types  of 
lenders  over  tinte.  Nationwide,  in  1972,  finance  companies  (including  consumer 
finance  Companies,  sales  finance  companies,  industrial  l>anla,  and  Industrial  loan 
companies)  provided  23.4%  of  new  consumer  credit  extended  and  held  23.99b  of 
outstanding  consumer  installment  credit.   During  the  1970*3,  finance  companies' 
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ihare  of  new  comunwr  credit  exterakms  dropped  below  17.0Kt  iMt  dimlMd 
slowly  back  to  19.9%  In  I9S0.  Finance  companies'  (hare  of  outstanding 
consumer  credit  balance*  fell  below  2(M)%  during  the  70's  but  rebounded  in 
19S0  to  2*.S%.  Between  1972  and  I9S0,  credit  unlora*  share  of  tlw  outstanding 
consumer  installment  credit  nationwide  increased  from  1U%  to  14.Dk,  lavings 
and  loan  associations*  share  rose  from  0.9%  to  3.2%,  retailer*'  share  dropped 
from  11.3%  to  9.4%,  and  commerd^  banks'  share  fell  from  U.4%  to  M.m 
(though  it  rose  above  49.0%  on  several  occasions  in  the  late  70*). 
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in.  STATISTICAL  REVIEW  OP  EARNrNCSi  TIME  »RIES  DATA  (I960>l«l> 

Table  4  presenti  time  series  dala  for  (otai  loans  outstanding  and  eamingt  of 
small  loan  companies  during  th«  period  I960  to  1981.  The  data  show  that  the 
total  loans  outstanding  for  the  industry  peaiied  at  S*2i,l  11,000  in  1979,  after 
which  total  loans  declined  to  $231,386,000  In  IMl.  Total  dolW  net  ewnii«* 
Biter  bterest  paid  but  before  income  taxes  (NEAIBIT)  reached  its  Mghett  leveU 
in  1964  ($12,«38,0O0)  and  196}  ($13,107,000).  During  the  period  I9«0-1K^ 
NEAIBIT  a»  a  percentage  of  average  invetted  aswts  remained  fairly  nable  and 
never  fell  bdow  3.31  percent.  Prom  1966  to  1973,  NEAIBIT  •*  a  parconU^  of 
average  invested  assets  varied  between  1.2«  percent  in  1971  and  2.73  percent 
in  1967  (except  for  1970,  w^ten  this  percentage  dropped  to  0J7).  The  final  yean 
of  this  period  *aw  the  ratio  of  NEAIBIT  to  avera^  invested  asset*  reach 
negative  values  in  197*  and  1979,  dimb  to  1.18  percent  in  1977,  a 
O.06  percent  In  1911. 
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ThCM  flguret  imCcste  a  long-tefm  decline  in  the  profitability  of  the  (null  Iom 
industry  in  Michigan.  The  nwtt  Important  factor  co^UKning  to  thl«  decline 
wat  the  long-term  rise  in  interest  paid  by  the  small  loan  industry.  Interest  paid 
increased  ii.i  percent  between  196}  to  1966.  Diring  the  last  20  years  interest 
paid  dirabed  from  S7^W,000  in  1962  to  a  peak  of  $37,122,000  in  I9S0.  an 
increase  ol  3U.2  percent,  before  dropping  to  $33,312,000  toi  1981.  Lom 
outstanding  increased  only  2S%  between  1962  and  1981. 

Interest  paid  reached  record  levels  in  1979  and  19S0,  years  in  which  the 
NEAIBIT  u  a  percentage  ol  average  invested  assets  was  negative.  En  197*  and 
1979,  one  notes  the  ume  pattern  of  record  high  levels  of  interest  paid  and 
negative  values  of  NEAIBIT  as  a  percentage  of  average  invested  assets.  Based 
on  these  data,  it  appears  that  interest  expense  has  had  a  significant  effect  on 
the  profitability  of  the  «mall  loan  industry. 


Another  factor  which  has  seriously  affected  licensees'  profitability  is  the  recent 
federal  Bankruptcy  Act  which  took  effect  October  1, 1979.  This  law  allows  a 
person  to  retain  more  of  his/her  possessions  (including  household  goods  which 
are  often  acc^ted  as  collateral  for  small  loans)  after  bankruptcy  and  makes  it 
more  difficult  to  reaffirm  a  debt.  Ih  1910,  Andrew  Brimmer  conducted  a  survey 
of  1,643  Individuals  and  families  who  had  tiled  bankruptcy  and  found  that  37K 
of  the  people  in  the  sample  were  34  years  of  age  and  under.  This  age  grotqi 
constituted  40%  of  the  population  18  years  old  and  over.  The  IS  to  44  year  old 
group  made  up  36%  of  the  woridng  age  population  but  83%  of  the  bankruptcy 
cases  in  the  sample.  This  has  serious  implications  for  regulatory  loan  licensees 
which  deal  largely  with  a  relatively  youthful  martwt  sepnent. 
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Stnictural  Chamtw  in  Small  Loan  ln<faiitry 

The  capital  invested  in  thesmall  loan  industry  tendi  to  be  highly  mobile.  If  the 
rate  of  return  on  invested  capital  is  higher  in  a  given  industry  (or  in  a  different 
area  in  the  same  indkstry),  then  one  could  reasonably  assume  that  funds  would 
flow  out  ol  the  area  of  low  return  into  the  area  <i.e.,  another  state)  of  higher 
return.  This  flow  of  invested  capital  woUd  be  reflected  in  the  decline 
(increase)  in  the  number  of  firms  in  the  area  of  low  (high)  return.  Mobility  of 
funds  in  a  particular  industry  (i.e.,  small  loan  industry)  also  Implies  that 
potential  entrants  will  not  enter  an  industry  in  an  area  (a  state)  where  the  rate 
of  return  is  lower  than  can  be  earned  elsewhere. 

Data  in  Michigan  support  this  view.  The  downward  trend  in  the  number  of  small 
loan  licensees  was  clearly  depicted  in  Table  1,  above.  As  of  September  I,  1982| 
the  number  of  licensees  had  fallen  to  123. 

IV.  LOANCaUNC:  APPRAISAL 

It  is  well  known  that  the  a^inistrative  costs  of  malting  a  loan  are  relatively 
fixe<4  that  is,  are  Independent  of  the  dollar  amount  loaned.  For  example,  it 
costs  as  much  to  make  a  $100  loan  as  a  $3,000  loan.  This  fact  has  important 
implications  for  small  loan  companies  in  Michigan,  since  the  current  statute 
requires  that  they  specialize  in  relatively  small  loans.  For  a  given  total  dollar 
amount  loaned,  small  loan  companies  must  make  a  larger  number  of  loans  (each 
costing  nearly  as  much  to  make  as  a  larger  loan)  than  other  types  of  lenders 
which  are  not  faced  with  restrictive  legal  constraints  on  loan  size.  The  dollar 
It  earned  on  a  loan  must  be  sufficient  to  cover  not  only  the  interest  coat 
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of  tha  fundi  extended,  but  also  the  fixed  oocts  of  putting  th«  loan  en  the  booki 

and  the  coil  of  bad  debt  losses.  For  the  smaller  amount  loaned,  the  ratio  of 
operating  COiti  per  dollar  lOBned  is  higher  than  for  a  larger  loan.  To  cover  all 
of  these  costs,  other  lenders'  larger  loans  may  subsidize  their  smaller  loans,  but 
companies  which  make  only  small  loans  must  charge  interest  rates  which  arc 
above  the  levels  charged  by  other  types  of  lenders. 

Table  3  depicts  the  trend  in  monthly  expeftse  per  account  during  the  period 
196S-1981.  These  data  show  a  substantial  rise  in  montidy  expense  per  accowit, 
with  much  ol  the  increase  occurring  after  1972.  Over  this  fourteen  year 
period,  the  monthly  expense  per  account  rose  from  $7.32  to  $10.S2>  an  Increaac 
ol  t7.8%i  before  slipping  to  $10.13  in  1981.  The  comparable  percentage  rise 
from  1972.1981  was  25.2%. 


(Sources  Abstracts  of  Reports  of  Regulatory  Loan  Licensees  for  1968-1980 

Average  Monthly 

Year  Expense  Per  Account 

1968  $  7.32 

1969  7.32 

1970  IM 

1971  8.29 

1972  S.11 

1973  8.*! 
I97»  8J5 
1973  8.21 

1976  94« 

1977  9Jl9 

1978  M2 

1979  law 

1980  lOwSZ 

1981  iai9 
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Additionally,  imiil  loan  companies  wrve  higher  risk  customers,  so  that  their 
collection  dosts  and  bad  debt  losses  tend  to  be  higher  than  lor  other  types  of 
Ilnancial  institutions  lor  which  the  level  of  risk  assurned  is  lower. 


In  Michigan,  because  of  restrictive  interest  ceilings,  all  licensees  charge 
Interest  at  the  statutory  maximum  rate,  which  restricti  their  ability  to  sdjuvt 
to  increases  in  costs.  Costs,  of  course,  have  increased  since  the  last  statutory 
ceiling  increase  due  to  inflation.  Since  "price"  adjustments  are  legally 
proscribed,  small  loan  companies  must  adjust  in  other  ways,  such  as  reducing 
their  level  of  risk  exposure  (through  non-price  rationing  of  marginal  credit  rirics) 
and  in  some  instances  by  granting  larger  loans  (this  enables  them  to  lower  the 
fixed  costs  per  dollar  loaned;  i.e.,  "spread  the  ovcf-heaiT}.  Due  to  the  low  loan 
ceiling  in  Michigan,  the  second  option  is  often  not  available.  (Small  loan 
licensees  in  Michigan  may  loan  more  than  $3,000,  but  rtiust  comply  with  the 
stated  general  usury  ceiling  of  7%  per  annum  whi^  effectivdy  prohibits  the 
making  of  larger  loans.)  One  would,  therefore,  expect  that  small  loan  licensees 
would  raise  their  credit  standards  (which  would  result  in  a  greater  proportlan  of 
loans  denied^  that  is,  they  attempt  to  reduce  the  risk  assumed  by  limiting  their 
credit  extensions  to  low  risk  borrowers.  Though  there  are  no  hard  data 
available  showing  the  trend  in  the  numt>er  of  denials  to  total  loan  applications 
processed,  for  more  than  a  year,  some  licensees  have  reported  denial  rates 
g«>«. 


Alternatively,  lenders  might  insist  on  more  stringent  credit  terms  (additional 
ncwity).  Talde  (  describes  the  proportion  of  secured  and  unseored  loans  made 
dw)i«  the  pwiod  1»70-19SI. 
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1970  77.4%  Zti% 

1971  80.)  V9J 

1972  87.6  lU 

1973  86.3  WT 

1974  W.3  lU 
1973  16.1  13.9 

1976  t7.*  lU 

1977  S6.«  13A 

1978  S3.3  l*.7 

1979  90.7  %i 

1950  9a3  93 

1951  83.4  1*.6 

■Percentages  are  determined  by  dollar  amounts  devoted  to  each  type  of  loan. 

These  data  show  that  unsecured  loans  as  a  percentage  oi  total  loan*  nade 
declined  during  the  jlerlod  from  a  high  of  22.6%  in  1970  to  a  low  of  9JK  in  1979. 
Loans  which  were  secured  by  automobiles  and  household  goods  accounted  for 
much  of  the  proportionate  increase  in  secured  loans.  The  anNnnt  at  loans 
secured  by  wage  assignments  (no  longer  permitted  for  new  credit  extensions)  fell 
to  $2,326,000  in  1981  from  $39,662,000  five  years  earlier. 

The  need  for  consumer  credit  has  increased  dramatically  since  the  Regulatory 
Loan  Act  was  originally  enacted.  Consumer  credit  is  more  socially  accepted 
today  than  in  191S,  and  consumers  depend  heavily  on  credit  in  financing  their 
purchases  of  major  appliances,  furniture,  automobiles  and  other  consumer 
durables,  medical  services  and  housing.  In  recent  years,  the  Consumer  Rice 
Index  and  the  price  indexes  lor  food,  fuel,  and  other  necessitiea  have  risen 
rapidly.   Customers  of  small  loan  companies,  on  average,  have  incomes  below  ti>e 
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nnlofwl  median  and  (p«nd  a  relatively  large  portion  ol  their  diipOMble  income* 
.  (See  'Borrower  Profile"  on  page  22 ) 


Bawd  on  tht  lorcgoing  discussion,  an  increase  in  the  loon  ceiling  is  warranted. 
Certainly  the  recent  trend  in  inflation  supports  this  view.  As  originally  enacted 
in  1919,  the  Regulatory  Loan  Act  provided  for  a  loan  limit  of  $300.  Since  191$, 
the  real  personal  disposalile  income  of  consumers  has  increased  significantly. 
With  higher  levels  of  income,  consumers  can  afford  to  carry  a  higher  level  of 
debt.  While  the  present  loan  ceiling  constitutes  a  greater  amount  of  real 
purchasing  power  than  the  1939  ceiling  ($300),  it  is  questionable  whether  $3,000 
in  1982  adequately  serves  the  credit  nce<ta  of  many  ccniumers.  Using  data  on 
consumer  prices  pUilished  in  the  Federal  Reserve  Bulletin,  one  can  show  that  the 
purchasing  power  of  $3,000  in  1979  doUari  U  less  than  $2,300  in  I9S2. 

bi  InQatiottary  times  a  loan  amount  ceiling  ensures  that  the  market  segment 
served  by  licenaeti  will  shrink.  That  is,  most  people  will  need  more  credit  than  a 
licenaee  can  legally  lend.  Elimination  of  the  loan  amount  ceiling  would  assure 
that  licensees  could  continue  to  meet  the  credit  needs  of  their  traditional  market 
segment.  In  Its  Final  R^Kxt,  the  Governor^  Advisory  Commission  on  the 
R^ulation  of  Financial  Institutions  recommended: 

THAT  THE  CURRENT  LEGAL  RESTRICTIONS  ON 
THE  TERM  (DURATION}  AND  AMOUNT  OF  NON- 
BUSINESS LOANS  TO  INDIVIDUALS  ...  BE 
REUOVeD.- 
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Loan  CeUlim»  In  Oti^er  State» 

It  it  difficult  to  make  comparisoni  between  Michigan*)  Regulaton'  Loan  Act 
and  small  loan  statutes  in  other  states,  in  part,  became  laws  are  changing 
rapldy,  and,  in  part,  because  some  states,  including  Michigan,  allow  llcoiaees 
to  lend  money  under  more  than  one  statute.  Table  7  was  compiled  from 
Information  provided  by  the  National  Consumer  Finance  Atsoclatlan  In  its 
November,  1981  publication,  jummary  of  Consumer  Credit  Laws  ahd  R«M«. 

As  shown  in  Table  7,  in  November  19SI  33  states  were  reported  aa  having 
higher  small  loan  amount  ceilings  than  Michigan's  $3,000  limit.  Of  thew,  six 
had  no  ccUingt  tad  knother  IS  had  ceilings  of  $10,000  or  more.  Among  the  U 
states  which  were  reported  as  having  small  loan  ceilings  of  $3,000  or  ten,  19 
had  other  laws  which  permitted  licensees  to  make  loans  in  larger  amoimt*.  In 
MIcMgant  case,  this  alternative  loan  authority  is  more  illusory  than  real 
under  present  economic  conditions.  Michigan's  Secondary  Mortgage  Act, 
v^ch  took  effect  in  mi,  allows  licensed  lenders  to  make  loan*  in  eacen  of 
$3,000  at  a  maximum  interest  rate  of  if%  per  year.  Small  loan  companiet 
may  become  licensed  under  the  act,  but  few  have  done  so  because  of  the  low 
interest  rate  celling  on  such  loans.  Few,  if  any,  loans  have  yet  been  made 
under  the  Secondary  Mortgage  Act. 
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V.   IhfTERESTCeiUNCi   APPRAISAL 

Some  obMTver*  suggest  that  consumer  credit  marlccts  are  not  competitive  and 
that  conaumcn  in  the  maritet  segment  served  by  snaU  loan  licenaeea  fail  to  duf 
for  the  lowest  interest  rate.  Thii,  they  say,  explains  why,  in  recent  yean,  man 
small  loan  companies  have  charged  interest  at  the  maximini  rates.  While  smbc 
high  risk  consulher^  who  recognize  that  they  have  lew  credit  alternatives  are 
more  Knsitive  to  size  of  monthly  payments  than  to  interest  rate,  they  still  can 
compare  rates  offered  by  the  various  licensee*  serving  their  area.  Since 
enactment  of  the  Truth-in-Lendmg  Act  over  a  decade  ago,  even  the  Ngh-riA 
customer  is  aware  that  terms  may  vary  among  creditors. 

Neither  can  it  be  demonstrated  that  conswner  credit  markets  are  not 
competitive.  Though  market  segmentation,  which  is  due,  in  part,  to  regiiatian, 
tenck  to  inaulaw,  tomcwtat,  one  type  of  lender  (Lie.,  small  loan  conynaes)  fran 
direct  competition  with  another  type  (i.e.,  banla  or  crcAt  unions),  in  a  mathet 
characterized  by  the  atsenoe  <rf  entry  barrien,  existing  licensees  could  not  Ml 
wrcaioniMy  hi^  rat»s  for  long  without  encou'^ing  ne%  lieaentics  to  enter  the 
market.  Experience  in  other  states  has  borne  out  this  belief,  to  its  1972  r^Ott, 
the  National  Commission  on  Consumer  Finance  fowid  that  in  mafqr  st»ei  rates 
charged  by  small  loan  companies  were  below  the  itatutary  intovst  rate  ceiUnp. 
In  a  si^iif  leant  number  of  cases,  the  rate  was  lower  than  90K  of  the  Btatutary 
cviling.  (Coraumer  Credit  m  the  U.Sj  Reiwrt  at  the  Naikwal  Commiiiiwi  wi 
Coiaumer  Finance,  pp.  W.  100) 

As  mentioned  previoudy,  the  most  reasonable  explanatian  for  the  tit giwg  a( 
interest  rates  at  legal  ceilings  is  that  the  market  rate  (the  rMe  wMdi  waM 
prevail  in  a  tnt  marttet)  a  at  or  above  the  ceiling  rate.   «ith  ■  nuniarm  am 
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ceiling.  Hnatl  loan  companies  would  be  barred  from  »d)utting  their  rate*  upward 
to  offiet  higher  credit  rida  (i.e.,  increased  bankn^tcy  losses),  increases  in  the 
cost  of  fwKb  Q^.,  high  market  rates)  or  increases  in  operating  costs.  Uccraed 
iMtders  would  bt  forced  to  malce  nonprice  adjustments  such  as  lowering  their  ridt 
exposure  (to  reduce  bad  debt  losses  and  collection  tosts).  The  effect  of  this 
would  be  a  reduction  in  the  supply  of  credit  at  existing  rates,  since  licensees 
would  be  unwUlir^  to  serve  the  higher  credit  risks.  (As  mentitHied  previously, 
about  73%  of  small  loen  licensees  have  ceased  granting  new  credit.)  It  is 
doubtful  that  the  decline  in  the  number  and  dollar  amount  of  accounts  is  due 
solely  to  the  rise  of  credit  unions  and  other  competitors.  Licensees  in  Michigan 
have  greatly  curtailed  the  supply  of  credit. 

The  most  serious  possible  shortcoming  of  a  policy  which  is  ostensitdy  designed  to 
protect  consumers  from  being  overcharged  or  becoming  overextended  is  that  the 
denial  of  credit  to  a  needy,  marginal  risk  borrower  does  not  eliminate  the 
consumer's  demand  for  credit.  The  implications  of  this  are  far-reaching  for 
those  consumers  who  have  marginal  credit  ratings.  A  significant  number  of  those 
denied  credit  from  legal  sources  may  turn  to  illegal  lenders  where  the  interest 
rates  ctwrged  in  some  cases  may  exceed  1,000%  per  year.  (Consumer  Credit  in 
the  U.S.!  Report  of  the  National  Commission  on  Consumer  Finance,  pp.  10*-105) 

Another  undesirable  by-product  ol  restrictive  interest  rate  ceilings  is  that 
borrowers  denied  cash  credit  from  legal  sources  might  Obtain  financing  from 
retailers  where  an  excessive  finance  charge  could  be  biried  in  the  price  of  the 
goods  purchased.  In  the  Report  of  the  National  Commission  on  Conaumer 
Finance,  the  Commission  cited  a  study  conducted  by  the  FTC  in  IKS  regarding 
credit  prices.    "Although  the  average  of  APR'i  charged  by  low  income  retailers 
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was  about  4  percentage  pointc  higher  than  the  rate  of  general  market  retailer*  to 
finance  a  sewing  machine  with  a  common  wholesale  price  of  $100t  the  average 
cash  retail  price  of  the  low  Income  retailer  wai  $297  compared  with  average 
cash  prices  of  only  $197  at  appliance  stores  and  $174  at  department  stores".  The 
Commission  concluded  that  the  best  way  of  preventing  these  abuses,  "is  to 
introduce  more  competitive  alternatives  especially  in  the  form  of  cash  avdlt"  in 
such  markets.  This  position  was  based  on  the  assumption  that  much  vi  the 
marlcet  power  of  inner  city  retailers  to  raise  the  prices  of  financed  items  derived 
frfm  the  unavailability  of  direct  cash  credit.  (Consumer  Cre<flt  in  tfw  U.Sj 
Report  of  the  National  Commission  on  Consumer  Finance,  p.  105) 

Based  on  the  above  discussion,  it  appears  that  more  information  on  the 
demographic  ciwracteristlcs  of  small  loan  borrowers  is  needed.  To  what  extent 
does  the  "typical"  customer  of  small  loan  companies  ladt  altematlves?  It  a 
significant  number  of  small  loan  borrowers  have  no  alternative  legal  source  of 
funds  to  the  small  loan  licensee,  then  restrictive  interest  and  loan  ceilings  may 
have  undesirable  consequences.  On  the  other  hand,  if  most  borrowers  from  small 
loan  companies  do  Have  alternative  sources  of  credit,  then  one  must  assume  that 
there  are  Important  non-rate  factors  which  are  responsible  for  their  choice  of 
this  relatively  costly  source  of  credit. 

Interest  Rates  in  Other  States 

Due  to  the  complexity  of  Interest  rate  ceilings  on  small  loans  in  the  dUforent 
states,  it  is  difficult  to  make  an  accurate  comparison  of  rates.  However,  dau 
•unilied  by  the  National  Consumer  Finartce  Association  show  thM  the  rate 
ceilings  In  32  states,  a*  of  November,  1911,  were  higher  on  meet  slaes  of  small 
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loons  than  the  Michigan  ceiling..  These  states  are:  Alabama,  Alaska,  Arizona, 
Colorado,  Connecticut,  Delaware,  Hawaii,  Idaho,  Illinois,  Indiana,  Iowa,  Kansu, 
Kentucky,  Lousiana,  Maryland,  Minnesota,  Mississipfti,  Montana,  Nevada,  New 
Jersey,  New  Mexico,  New  York,  North  Carolina,  Oklahoma,  Oregon,  Rhode 
Island,  South  Carolina,  Texas,  Utah,  Virginia,  West  Virginia,  and  Vyomlng.  Six  ol 
these  states  (Delaware,  Ulinois,  Nevada,  New  Mexico,  New  York  and  Oregon) 
have  no  ceilings  on  interest  rates  on  small  loans.  In  the  remaining  16  states 
included  in  the  November  1981  summary,  rate  ceUings  were  neither  dfearly 
higher  nor  clearly  lower  than  Michigan's  ceiling  in  most  loan  size  categories. 
(Appntdix  A  contains  a  detailed  schedule  of  maximum  legal  interest  rates  in 
forty  nine  ol  the  fifty  states  in  November  19S1.  These  rates  are  not  expressed  in 
terms  of  annual  percentage  rates  and  thus  are  difficult'  to  compare. 
Additionally,  a  number  of  states  have  increased  tlwir  interest  rate  ceUings  on 
small  loans  since  November,  1981.) 

VI.   BORROWER  ntOFILE 

Table  S  shows  trends  in  income,  age  and  occupation  of  borrowers  from  finance 
companies  from  1970  to  1979.  In  1979,  the  median  annual  family  income 
nationwide  was  $16,009.  (Current  Population  Reports,  June  1980,  Money  Income 
of  Families  and  Persons  in  the  United  States,  page  2,  Table  A)  Yet  47.7%  of 
finance  company  loans  were  made  to  borrowers  earning  $12,000  per  year  or  less. 
According  to  Table  9,  loans  to  borrowers  with  incomes  of  $13,(KX)  or  less 
accounted  for  <5.7%  of  the  number  and  49.3%  of  the  amount  of  loans  made  by 
finance  companies  in  1979.  The  National  Consumer  Finance  Association 
estimates  that  the  households  whose  incomes  fell  below  $13,000  per  annum 
amounted  to  only  43.4%  of  all  househotdl  in  the  U.  S.  and  accoimted  for  just 
IS.1%  of  total  household  ir 
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The  vut  nwiority  (79.9%)  of  borrowera  are  under  *3  yean  of  age.  Even  more 
signillcant,  tince  1970  the  percentage  ol  borrower*  under  23  yeart  of  age  hat 
more  than  douMed  to  nearly  30%.  Yet  householdi  whose  member!  are  youigcr 
than  29  accouht  fllr  dnly  S%  of  all  household!  in  this  country  and  for  only  3.3  % 
of  total  househdid  Income  in  the  United  States.  It  is  dear  tttat  this  youthful 
group  relies  heavily  on  credit  from  finance  companies. 

On  the  other  hand,  only  1.7%  of  finance  con^uny  loans  in  1979  were  made  to 
borrowers  over  A3  years  of  age.  People  of  63  and  older  constitute  a  large  part  of 
our  nation's  population  (about  10.4%  of  all  householdt)  and  their  houMholdi 
account  for  nearly  12%  of  all  household  income.  This  grcM^  appears  to  be  much 
less  dependent  on  finance  company  credit  than  the  population  under  23  years  of 
age.  This  is  not  surprising  since  people  over  £3  generally  are  not  heavy 
borrowers. 

Nationwide,  in  1979  over  *0%  of  finance  company  loans  were  made  M  people  who 
were  craftsmen,  or  foremen,  or  performed  similar  duties.  Operatives,  laborers, 
and  farm  and  mine  workers  received  21.8%  of  finance  company  loans.  Since 
much  of  Michigan's  population  is  employed  in  manufacturing  and  agriculture,  it  it 
possible  that  an  even  higher  percentage  of  credit  extended  by  Michigan  finance 
companies  goes  to  borrowers  employed  in  those  areas. 

Tables  8  and  9  provide  a  fairly  dear  picture  of  the  typical  finance  company 
borrower— a  young  person,  probably  employed  in  manufacturing,  whose  annual 
income  is  likely  to  be  below  the  national  median. 
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Va.  CONCLUSIONS  AND  RECOMMENDATIONS 

ftie  Bunmi  racoriimendi  that  rgpitotory  loan  licwwcM  be  permitted  to  ctwrn*  Miy  nte 
The  BwMu>  hn  taken  this  position  with  respect  to  the  interest  rate 


ceilings  for  ali  regulated  tenders.  It  is  obvious  that  the  current  interest  rate  ceiling  is 
woefully  inadequate.  The  long-term  decline  in  the  number  of  licensees  constitutes  the 
best  evidence  that  interest  rate  relief  is  long  ovcfdue.  The  small  loan  industries  in 
other  states  wtdch  permit  more  favorable  loan  rates  are  noti  being  liiquidated.  The 
rate*  which  licensees  pay  for  borrowed  funds  are  not  limited  by  ceilings  but  rather 
reflect  the  prevailing  conditions  in  the  money  market.  When  dne  considers  that  sonte 
licensee*!  mainly  independents,  borrow  at  rates  as  high  as  the  prime  rate  plus  4%,  it 
points  to  the  condition  that  the  rates  allowed  umter  the  Regulatory  Loon  Act  are 
higMy  restrictive.  Some  of  the  opponents  of  interest  rate  deregulation  argue  that  the 
long-term  decline  in  the  number  of  llcenMcs  reflects  a  reduction  in  the  demand  for 
what  is  a  relatively  high  cost  source  of  funds.  There  is,  however,  substantial  anecdotal 
evidence  suggesting  that,  in  relation  to  the  demand  for  odter  types  of  consumer  credit, 
the  demand  for  small  loans  remains  strong.  The  extremely  high  denial  rates  reported 
by  some  licentees  suggests  that  many  consumers  regard  the  credit  extended  by  small 
loan  companies  as  reasonably  priced.  Some  would  argue  that  the  persistence  of 
relatively  strong  demand  (during  much  of  the  recent  period  of  high  interest  rates,  some 
licensees  have  reported  denial  rates  on  loan  applications  in  excess  of  90%)  instead 
shows  that  many  consumers  have  few  alternatives  to  the  small  loan  licensee  in  the 
legal  cash  credit  market. 

The  Bureau  racotnmendi  that  the  current  $3,000  loan  ceiling  be  eliminated.  In  view  of 
the  inflation  experienced  in  recent  years  it  is  illusory  to  say  that  Michigan  ha*  a  fixed 
loan  ceiling  of  $3,000.  During  the  period  from  March  1979  to  April  I9S2,  consumer 
pricesf  as  meoswed  by  the  Consumer  Price  Index  <CPI)|  increased  by  36.0%  Thta  means 
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that  »  KMlntain  the  orl^iwl  ptrchasing  power  of  $3,000  in  1979|  would  require  that 
the  loan  ceiling  be  increased  to  $*.080  today  and  adjusted  upward  thereaftar  In  line 
with  increasea  in  the  CPI>  There  are  no  soumt  economic  argumentt  for  letting  a  fixed 
dollaf  loan  ceilir^  This  li  especially  tnie  since  this  $3,000  loan  oeiUnc  waa  inadequate 
from  its  inception.  By  failing  to  ^ve  full  recognition  to  the  ero«Sng  effects  of 
infJation,  the  Legislature  established  a  loan  ceiling  which  was  destined  to  decline 
steadly  in  real  terms.  The  restrictive  loan  celling  has  reduced  the  ability  of 
consumers  M  obtain  modest  amounts  of  credit.  Further,  over  time,  even  when 
economic  cooditiont  were' more  favorable,  this  has  relegated  the  small  loan  industry  to 
a  steadily  declining  segment  ot  the  amsumer  cre<St  market.  Consumer*  in  need  of 
•mounts  of  credit  in  excess  of  $3,000  cannot  obtain  it  from  a  single  small  loan 
licensee,  but  must  try  to  get  loans  totalling  the  amount  needed  from  different 
licensees.  This  increases  the  consumer's  credit  costs  substantially.  (Firther 
Compounding  this  problem  is  the  restrictive  interest  rate  ceiling  which  means  that  . 
small  loan  licensees  can  serve  only  the  low  risk  part  of  a  segment  of  the  ntarliM 
already  diminished  by  the  steadily  eroding  loan  ceiling.) 

It  is  well  known  that,  for  many  consumers,  the  small  loan  company  represents  one  at 
the  few,  if  not  the  only  legal  source  of  cash  credit  available.  It  is,  axiomatic  that  the 
denial  of  a  consumers  credit  application  does  not  eliminate  his/her  demand  for  credh. 
Thta,  the  increasing  inability  of  small  loan  licensees  to  satisfy  the  credit  demand  of 
maiqr  consumers  likely  has  Ud  consequences  which  were  never  intended  by  the 
proponents  ot  the  current  legal  restrictions.  Some  consumers  may  tun  to  certain 
retailers  which  bury  part  of  the  finance  charge  in  higher  purchase  prices.  In  some 
instances,  consumers  denied  credit  in  the  legal  market  simply  have  been  unaMe  to 
obtain  credit  and  to  purchase  the  good  or  service  that  was  to  be  financad.  In  otiwr 
cases,  consumers  dented  credit  in  the  legal  market  likely  have  turned  to  Illegal  lendvs 
who  charge  rates  that  are  many  times  higher  than  the  rates  which  small  loan  Ucanaaes 
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are  permitted  to  chwfc  and  who  do  not  observe  the  legal  re^urernentt  oi  the 
CoUection  h'actices  Act.  Unfortunately,  it  is  difficult  to  document  the  extent  of 
illegal  loan  sharking,  since  such  lenders  are  not  examined  by  a  government  agency  nor 
do  they  file  annual  reports  with  the  state.  An  objective  appraisal  of  the  facts  forces 
one  to  conclude  that  at  least  some  of  the  consumers  who  are  denied  credit  in  the  legal 
market  turn  to  illegal  lenders.  Because  the  problem  is  an  unseen  one,  it  is  abstract  in 
the  minds  of  maiqr  and  has  been  conveniently  ignored. 

There  is  littie  question  that  the  biggest  beneficiaries  of  interest  rate  ceilings  are 
illegal  lenders  who  are  guaranteed  a  segment  of  the  consumer  credit  market  when  the 
ceilings  become  binding  price  controls.  Proponents  of  restrictive  ceilings  frequently 
challenge  the  contention  that  illegal  lenders  constitute  a  ligniliCant  problem,  saying 
that  they  are  unaware  of  any  docunrtented  cases.  This  absence  of  reported  cases  of 
loan  sharking  is  hardy  sto'prising.  Not  only  do  illegal  lenders  not  file  reports  of  their 
activities,  but  "Furthermore,  lowered  rate  ceilings  for  the  use  of  cash  credit  mcrease 
the  likelihood  of  unconscionable  collection  tactics  ttecause  the  high  risk  consumer  must 
turn  to  illegal  lenders  for  the  cash  credit  he  needs.  Such  a  consumer  does  not  report 
vicious  collection  procedures  for  fear  for  his  life  and  property  and  that  of  his  family. 
It  in  the  cash  loan  field  the  aim  is  to  protect  consumers  from  heavy-handed  collection 
efforts,  a  lowering  of  the  rate  ceiling  is  counter-productive  for  less  affluent,  high  risk 
consumers."  (Source:  Consumer  Credit  in  the  United  States;  Report  ol  the  National 
Commission  on  Conswner  finance,  December  1972,  p.  101.) 

The  restrictive  loan  ceiling  is  likely  to  have  another  effect  which  could  not  have  been 
intended  by  those  who  oppose  increasing  or  eliminating  the  ceiling.  A  few  small  loan 
companies  have  applied  for,  licenses  under  the  recently  enacted  Secondary  Mortgage 
Act.    This  reflects  at  least  two  economic  factors:    that  the  restrictive  interest  and 
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loan  ceilings  allowed  to  small  loan  licensees  are  inadequate,  and  that  real  estate,  even 
a  second  lien,  constitutes  stronger  security  than  the  forms  of  secirlty  taken  by  small 
loan  litxnsees.  (It  must  be  mentioned  that,  to  date,  few,  if  any,  loans  have  been  made 
by  any  licensee  under  the  Secondary  Mortgage  Act  because  of  the  inadequate,  low 
interest  rate  ceiling.  It  is  hoped  that  the  Legislature  will  ad(b-ess  this  issue  in  the  near 
future.)  Many  borrowers  applying  for  more  than  $3,000  in  credit  from  small  loan 
licensees  would  be  forced  to  oiler  a  second  mortgage,  with  the  attendant  dosing  costs, 
in  order  to  qualify  for  a  loan.  Thus,  once  again,  the  efforts  of  the  opponents  of  higher 
rate  and  loan  ceilings  to  protect  consunwrs  may  produce  an  unintended  resdt. 
-Further,  many  renters,  with  no  home  to  offer  as  security  for  a  loan,  will  be  unable  to 
obtain  credit  from  a  McondaiV  mortgage  lender. 
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APPENDIX  A 
INTEREST  RATE  CEILINGS  ON  REORJITORV  LOANS  IN  OTIER  STATES 


D  t749.     On  lout  of  %JS  or  Ims  tl  fOr 


ConsuKr  Credtt  Act:     151  per 

tZ.OOO,  and  S*  over  t2,000;  oi 

balances      Revolving  Credit: 

(after  6/1/83,   1   1/WJ. 

IntCTMt  Surchtrgt:     a  (mx.  UO)  for  al 


Mr  idd-on  to  $750.  101  t 
e%  per  year  on  unpaid 
3/41  -))/»»  $750 


oans  to  e/l/B3. 
■  APR  equivalent. 


m strict  of  Coltrtia 


»  to  tSOO,  n  to  t1.000,  II  over  $1,000;  oi 
Over  t&.OOO,  l/ZI  or  HE  over  FRB  dlicowit 
of  $50  or  iMt,  SI.     Revolving  credit  permitted. 

3X  to  $300,  2t  to  SeOO,  1  1/21  to  $1,000.     Over  $1,000: 
2  1/»  to  $300.  ZI  to  $1,000.  I  1/21  to  $1,500.  IS  to 
$10,000;  or  1.S25I.     To  $1,500,  II  docuMMt  prcptration  fee. 

Personal  Property  Broker:     2  l/n  to  $Z2S,  21  to  $900. 
I  l/2t  to  $1,650.  It,  APR  equivalent;  or  1.61  to  $10,000. 
Remlving  credit  pemltted.     No  Bail,  above  $10,000.  Ca>- 
panlon  'Snll  l.oin  Law"  1$  inoperatlM. 

UCCC:  3»  per  year  to  $630.  211  to  $2,100,  ISt  to  $25,000; 
or  Ell  per  year,  {aln  $15,  $25  •  tSOO)  Revolving  credit: 
ZII  per  year  (except  in  for  purchases  unless  "free  period* 
prDvl<M}. 

Add-on  rate:     $17  a  year  per  $100  to  $600  and  $11  on 
reautnder  for  secured  loans  (but  not  auto  or  household 
goods)  to  11,800  or  unsecured  loans  to  $5,000;  $11  on 
entire  aaoint  If  secured  by  real  estate  (over  $1,800)  or 
personal  property  (but  not  household  goods.)     121  per  year 
on  unpaid  balances  after  Mxlnua  Mturlty.     Revolving 

Heal  estate  loans:     No  mxImm  over  $9,000,  except  241 
APR  for  sMll  loM  licensees'  affiliates,  and  licensing 

Discotfit  Act:     no  llMit. 

Loan  Lm  It  Inoperative. 


Industrial  Loan  Act:     101  a  year  discount  fOr  IS  nnths 
add-on  for  longer  MtuHtlesi  fCt  of  81  of  first  $600 
and  4S  of  excess  plus  $2  per  aontlii  51  for  default  of 
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3  1/21  to  $100.  2  1/21  to  $300. 

Industrial  Loin  Act:  14S  per  yeir  dUcowit  for  first  IB 
■Miths,  lO.SI  for  next  12  nonthi.  7X  for  n«xt  12  BontlH, 
41  for  rcnalnlng  ninths  to  48n»nthsi  transfer  of  equity 
fee;  or  241  per  year  on  unpa  d  balances.  (Teiqiorary  rate 
Increase  to  7/1/85.)     Revolving  credit:     Z4I  per  year. 

o  tSS.OOO; 


no  llKtt  (Appllet  to  banki.) 


I,  21  to  tl,200,  I  I/2I  t 


State  Banking  Board.) 


(2,000.  [Rite  Mt  by 


Industrial  Loan  Act:     101  per  year  discowit  (after  7/1/B3, 
91)  plus  fee  of  tl  per  SSO  (140  mtx.);  hx.  241  APR  on 
dlicount  (Sec.  S3S.e) 

3S1  per  year  to  $420.  211  to  $1,400,  14.451  to  $25,000;  or 
in  per  year.  Revolving  loans  pennltted.  [aln.  $5  -  7.50 
•  $75. 

»  to  KOO.    21  to  11,500,  1  1/Zl  to  SZ.OOO. 

Industrial  Loan  Act:     Bl  per  year  add-on  or  discount  plui 


X%  per  year  to  $1,400.  271  to  $4,000,  241  to  $7,000.  211  on 
any  renalnder.  Revolving  credit  pemlttcd.  [vln.  $15  -  $2S 
I  KOO)     Rate  United  to  1SI  per  year  12  wmths  after  Hturlty. 

lei  per  year.   (ain.  $S.  $7.50,  $ZS  •  $75  -  2S0)     Revolving 
credit  permitted.     Unique  restrictions  make  higher  ratei 
generally  inoperative  (301  per  year  to  $540,  21S  to  H.aOO. 
151  to  $45,000].     Host  licenses  haw  ceased  bulnttt. 

To  $2,000:  2  3/41  to  $500.  21  to  $700,  and  1  1/41  to  $2,000. 
FnM  $2,000  to  $3,500:  I  3/41.     FroM  $3,500  to  SS.ODO:  1  1/ZI. 
Over  $5,000:   1.351. 


HaMachwetts 
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nwE 

NUIHUNUTE 

HtCblflM 

311  par  ywr  to  $500,  IS  to  tl.OOD.   or   181  on  mtlr* 

bolWK*. 

WiMMOta 

teBulat«l  LoM  Act:     3»  ptr  yatr  to  S350,  m  over 
$350:  or  ZI.7SI  on  ontlr*  bilonn. 

MSIlMfppI 

36S  ptr  yoor  to  1800,  331  to  SI.HO,  Z4>  to  S4.S00,  121 
ovor  14,500.    Dollar  Mwntt  irii>ctto  diingn  buod  on 
FIB  discotfit  roM  to  6/30/B2. 

2.2I8I  (t15  por  $100  a  yoar  *dd-gn}  to  $800,  \.2i%  to 
$2,500,  in  par  yoir  on  bilancn  ovar  $2,500.  plin  fN 
of  5S  (mx.  tlSl- 

Ud-on  nU:     $20  a  yur  por  $100  to  SSOO,  $16  to  $1 ,000 
and  $12  to  $7,500.     21  per  Month  on  wipild  balmcM  over 
$7,500.     On  loans  of  $90  or  lest  $1  fbr  oach  $S.     Rtvolvlng 
credit:     24S  per  year. 


north  Carolina 


3a  per  year.     RtMlvIng  crvdit  penaftted. 

Ho  1lMlt   (jfter  7/1/B3,   31  CD  $150.  Z  1/2X  to  $300, 
I  l/2«  to  $1,000,  1   1/4t  to  K.HXl).     Rate  drapt  to  101 
a  year  one  year  after  maturity,  entry  of  JudgMant,  90 
dayt  attar  a  bankruptcy  adjudication  ftiHoMd  by  dlicharg 
or  90  days  after  borroyer-i  death. 

InttallBBfit  Loan  Law:     No  Malt  (after  7/1/83,  8.751  per 
/ear  add-on;  irln.  $2  per  imnth  or  $10;  $15  fee). 


to  Halt  (after  6/30/83,  2  I/2X  to 
I  I/2X  to  $900,  1  I/4S  to  $2,500} 
LiceFBed  lender  sacoi 
Itait  laitil  6/30/83. 


$100.  2$  to  $300, 
m  (by  rule):    No 


3f  to  $600,  1  t/U  to  $3,000  (after  7/1/B3,  31  to  $3D0i 
I  1/21  to  $3,000).     let  per  year  after  aaturlty.) 
Optional  rate:     161  per  year  'effective  rate'  or  61  over 
6-Ba.  U.S.  T-bill  rate  to  7/1/33  ($10  per  loan  or  $1  per 
payaent  aln. )  on  loani  to  K.OOO. 

-Motor  nhlcle'  llunMM:     Add-on:  $15  a  year  per  $100 
to  $500.  $11  to  $1,000,  $9  to  $1,500,  or  16$  «  year 
$l^>1e  intarett  between  $1,500  and  $5,000. 
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Ptnmylv*"!' 


Piwrto  Rfco 
Rhode  Itlind 


South  Cirollnt 


South  DikoU 


HUIHUH  RATE 

z  1/a  to  $250.  n  to  tsoo,  i  yn  to  itso.  i  i/n  to 

tUDOO. 

ConsuNr  Flnwce  Act:     no  Halt  OMr  $1,000.     Rtwlvlnf 

credit  permitted. 

za  per  >nr  to  $1 .000.  Z21  on  rvnlnderi  or  equtvalent 

APft.     Evolving  credU  penrittcd. 

Second  Mortgage  Act:     21S  per  ywr,     Ikvalvtng  cradlt 

penilttcd. 

UCCC:     301  I  r»ar  to  $540,  2)1  to  $1,800.  \S%  to  145,000; 

or  Z1X  per  yeir.     Special  rates  for  loans  to  $100. 
Revolving  credit  pertrttted. 

No  IlKlt.    Revolving  credit  permitted. 

To  SS,000:  9  1/ZX  per  yeer  dlicouit  for  36  mmUa.  61  for 
reaalnlng  period,  plus  mx.   fee  of  S15  (SI  for  each  $50 
or  fraction];  1  1/21  per  !nontn  for  default  or  defer^rnt, 
ZX  per  BDnth  {no  pre-coafi.)  for  revolving  and  iFstallMnt 
loans  to  $S,000.     See  rules  re  Installvnt  loans  over 
$5,000. 


20t  a 


r  per  $1  to  $300,  7«  t 


t£00  ai 


Rate  on  entire  b«1ance:  n  on  loans  to  $300,  2  1/21  on 
loan*  between  130O  and  $800,  and  21  on  larger  loans. 
General  Interest  L*>:     211  per  year  (Inttrett  and  expensM). 

Supervised  Lendert:     361  per  year  to  $190.  211  to  $1,300. 
151  to  $32,500;  or  181  on  entire  balance.     Rtmlvinq 
Imdlng  ptrnltted  (nvolvlng  Mle  ratej  pemitted  for 
lender  cmdit  unls).     Dollar  ^djintnenti   untl     7/1/84. 

301  per  year  to  ISOO.  241  to  $1,200,   ISI  to  $2,000,   121  to 
$2,500.     Over  $2.U».  I9.SI  per  year  on  entire  balance. 
$2  >1n-     n  certa  n  cases.  (101  per  yoar  6  nos.  after  Ntw- 

rlty).     Revolving  credit  persfttad. 

Industrial  Loon  Act 

per  year  on   unpflid 

sot  per  $5  to  $75.  and  $7.50  for        ,  . 

fee  of  $1.50  to  $300  and  $1  for  larger  loans. 

Add-on  rates:     $1B  a  year  per  $100  to  $750.  $B  to  $6,250, 
or  forajla  rate.     Special  rates  for  loans  to  $250. 
nivolving  cradit  penalttad. 

ConsuNr  Credit  Code.     Oi.  4:  $8  per  year  add-oA  or  fonsili 
rate.     Ikwolvlng  credit  permitted. 
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Vett  Virginia 
HIsGonsIn 


■181  60  diyi  afUr  end  of  1982  Itglslatlw  Mitlon. 

n  to  $1,000,  II  to  $3,000;  or  1  1/M. 

Second  Mortugn  (part  of  utury  law):     181  per  yaar 


Second  Mortgagn  (part  of 
(only  over  13,000  for  lice 


B). 


3X  to  $500.  2  I/4I  to  $1,SOO,  1  1/2X  to  $2,500;  or 
add-on  rate,  $21  a  year  per  $100  to  $500.  $17  to  tl.SOO, 
in  to  S2,SD0,  plus  21  fM.     (rate  drops  to  es  a  year 
6  mnths  arter  Mturlty  or  after  Judgnent.  or  90  days 
lafter  borrower's  death  or  banknvtcy.)     Rates  and  celling 
set  by  ConlssfDn. 

2  1/21  to  $500.   I   1/n  to  $1,000.   II  to  $2,500. 
Industrial  Loan  Act:     lOt  per  year  discotnt  plin  21  fee 
($2  ain.  fM]  and  5W  per  Kinth.     Real  estate  louis: 
251  APR  over  2  years. 


Discount  Loan  Law,  Sec.  138.09:     231  per  year  sivie 
InterMt  under  $3,000:  211  on  entire  balance  If  $3,000  oi 
■orei  or  61  owr  greater  of  6-month  or  2-yMr  Treasury 
rates.     No  Halt  fron  II/V84  to  10/31/87  for  rates  or 
rebates.     Revolving  credit  pemitted. 

UCCC:     3£S  per  year  to  $300,  211  to  11,000.  151  to 

$25,000;  or  211  per  year.    Rmlwing  credit:    2)1  per 
year.     Ho  I1«it  over  $25,000. 


e  Association,  %m 


f  ConsMwr  Credit 
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RKi;, 


The  Honorable  Jake  Qern 

Chairmwi 

Committee  on  Baifttng,  Houiing,  and 

Urban  Affairs 
United  State*  Senate 
HBBhlnKt<Hi,  D.C.  iOSlO 

Dear  Mr.  Chairman: 

The  Mortga^  Bankwa  Aawelation  of  America  (MBA)  aupporti  enactment  of  S  TH,  the 
"Credit  Deregulation  and  Availability  Act  of  191!,"  but  wRwts  that  too  amandmanta  be 
added.  The  amendmwita  would  extend  the  Federal  preemption  of  State  usury  lawi  to 
second  mortgafes  on  residential  real  property  and  would  clarify  that  the  restrletlona  on 
the  esMcise  <n  due-on-sale  clauses  Imposed  by  the  Oam-St  Qtrmaln  Defioaltory  Inatitu- 
tions  Act  of  ItBS  (PL  9T-3I0)  were  Intended  to  apply  only  to  residential  om-to-fow 
family  residential  real  estate  and  not  commercial  real  estate. 

The  Mortgage  Bankers  AMoelstlon  of  America  ia  a  nationwld*  organtcatlon  dsvotad 
exclusively  to  the  fleld  of  mortgage  and  real  estate  finance.  MBA's  menbairirip 
comprises  mortgage  originators,  mortgage  investor*,  and  a  variety  of  Industry-r^tad 
nrm*.  Mortgage  banking  ftrma,  whi^  male*  ip  the  largest  portion  of  the  total 
membenhip,  engage  directly  In  orlglnsting,  finsncing,  selling,  and  servicing  real  artata 
nnsnclng  portf olios. 

The  credit  markets  of  the  United  State*  are  increasing  loalng  titeir  local  and  ragtonal 

character.  The  efficiencies  of  nationwide  credit  markets  have  parmlttad  er ' 

buslnesa  to  satls^  their  financing  needs  timely  and  at  lessar  real  cost.  In  the 
than  smaller,  iscdsted  mariccts  could.  State  usury  laws,  periiapa  once  useful  b  . 
borrowera  from  sttuations  where  there  waa  but  one  source  or  a  limited  few  si 
credit  In  a  particular  area,  have  iMeoma  anaehronlatie  Impedlmanta  to  the  flow  of  fl 
nationwide.  As  the  Congress  reeognlsad  in  IMO,  when  pMslng  Title  V  of  the  Depoaitosy 
Intitutions  Deregulations  and  Monetary  Contnri  Act  of  1910  (PL  9B-»1),  the  Padsral 
Interest  In  encoursglng  efficient  business  and  eonaumer  credit  supports  a  swaaping  away 
of  anachronistic  usury  isws.  That  Act  also  recognised  that  a  few  states  mlglit  wlA  to 
review  and  revise  their  law*  and  provided  a  lime  for  those  state*  to  do  so.  The  tima  I* 
aq>irlng,  mkI  tlw  Federal  elaarlng-awsy  of  the  varloia  usury  law*  ha*  proven  banaftela] 
nationally,  and  rtKNild  now  be  made  fInaL 
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PSSKHPnOH  OF  DBUHT  FOB  SBCOND  HORTQAmB 

MBA  urg—  the  8ii>eoininlttee  to  provide  a  Federal  unuy  preemption  for  mortKagea 
•Bcured  by  a  second  Uen  on  residential  real  estate,  In  the  same  fa^lon  as  Conp«si 
enacted  the  Padaral  usury  preeinptlon,  oMiHi  now  protects  nrst  lien  mortgages  froni 
restrictive  itale  usury  laws. 

TlM  demand  for  second  lien  mortgage  loans  has  Increased  dramatically  in  recent  years. 
From  •  marlcet  riiare  of  5  percent  In  the  mid-I9TOs,  second  Uen  mortgages  had  expanded 
to  40  percent  of  tha  market  In  19Bt  by  a  recent  estimate  In  U.8.  Housing  Markets,  a 
piMleation  of  Advance  hlortgage  Corporation,  Southfleld,  Michigan.  0eei  "Seconds,  A 
SmwlMlUng  Market,"  Halter  P.  Bias,  Mortgage  Banldng.  February,  l>8],  pp.  IS-30.)  The 
study  estimates  Hist  when  activity  for  19B1  Is  fully  r^orted,  second  lien  activity  by  all 
types  of  lenders  vrtll  have  sustained  the  volume  of  approximately  $19  billion  originated  in 
1910,  MBA's  survey  of  mortgage  banking  companies  ooncluded  that  mortgage  bankM* 
origtaiated  fT3S  miUlon  In  second  mortgage  loans  In  1911,  the  last  year  for  which  data  Is 
available,  compared  to  $S44  million  in  19T9. 

Tlte  rapid  increase  In  second  lioi  mortgage  lending  comes  from  {nereased  use  of  such 
mortgages  to  racDItate  tint  Hen  transactions  and  from  a  desire  of  homeowners  to  borrow 
against  their  equity  without  paying  off  the  existing  first  mortgage.  More  and  more  buyers 
are  forced  to  use  second  mor^ngc*  En  purchasing  a  home  becaise  the  appreciation  of 
houie  prices  has  exceeded  tite  family's  ability  to  save  for  a  siiiBtantlal  down  pigment  even 
though  the  iMiyera  may  have  surflclMit  income  to  meet  both  tint  and  second  mMtgagea. 
bi  sitiiaUona  where  existing  first  Hens  carry  high  prepayment  penalities  or  carry  Interest 
ntaa  much  lower  than  cwrent  rates  on  new  loans,  second  mortgages  ^wlde  a  means  by 
■Meh  the  homeliuyen  can  "Vefinance"  his  mortgage  investment  witiMut  dlstuiblng  the 
first  lien. 

Second  mortgages  are  also  used  to  provide  rehsbOltatlan  and  repair  of  existing  reaidenltal 
paal  properties.  This  is  especially  true  In  multi-family  housing  projects.  M<k«  and  more, 
it  hM  become  clear  that  as  housing  becomes  more  expensive,  people  are  moving  ten, 
btqrlng  fewer  "new"  homes,  and  Instead,  are  repairing  what  they  own.  A  second  mortgage 
wwy  preemption  would  facilitate  such  a  national  rehabilitation  effort. 

TMb  Is  ei^eelalty  impmtant  for  the  elderly  and  retired  peiaons  who  have  lived  In  their 
home  for  decades  and  whose  first  mortgage  Is  sidistantlally  paid  down,  but  wIk>  need  funds 
to  retiabnltate  their  life  Icmg  Investment. 

multi-family  housing  project 
d  mortgage  preemption  would 
las,  as  a  percentage  of  new 


Beapending  to  and  encouraging  the  Increased  market  demand  for  flnanclng  based  on  home 
•qal^  that  doea  not  disturb  an  existing,  favorable-rate  first  Ken  mortgage,  the  Federal 
RltleMl  Mortgage  Association  (FNMA)  entered  tite  secondary  market  for  second  lien 
»  In  late  1981,  When  FHMA  began  to  make  commitments  to  pureliase  second  lien 
it  yields  only  1/4  percentage  point  highw  than  yields  It  required  on  first  lien 
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■nor^Bgs*,  a  new  depth  wbb  brought  to  the  Mconduy  market  for  second  mort|!«ges.  Not 
only  Is  FNMA'b  activity  helpful  to  mortgage  orlglnatora  who  lell  to  FNHA,  but  the 
presenee  of  FNMA  In  the  market  haa  provided  reaasurance  for  other  lenders  to  enter  the 
seewid  lien  mortgage  bustneas. 

In  enacting  Title  V  of  the  Depoaltory  Institutions  Deregulation  and  Monetary  Control  Aet 
of  1980  {PX.  98-221),  which  preempted  state  usury  laws  for  fjnt  lien  mortgages,  CongreM 
recognized  that  anaehronfttie  state  legal  limits  on  interest  rates  and  discount  points  ware 
Impeding  the  operation  of  the  nationwide  mortgage  market,  and  preventing  the  equal  flow 
of  mortgage  credit  to  the  Nation's  citizens.  Concerned  lest  the  rights  of  the  states  be 
unnecessarily  ^eempted.  Congress  aDowed  each  state  until  Kprfl  1,  1981  to  act  to  re- 
Impoae  usury  ceilings.  To  date,  only  14  states  have  chosen  to  act  to  reaasui  ]uriidietlao 
over  interest  rates  on  first  lien  mM-tgages,  and  none  of  them  has  acted  in  a  manner 
significantly  detrimental  to  the  market. 

The  impediments  which  interfered  with  the  nationwide  market  for  first  mortgage 
flnanclrq;  continue  to  Interfere  with  second  mm'tgage  borrowing.  Eighteen  states 
specifically  limit  second  mortgage  ratest  the  remaining  states  have  a  variety  of  law* 
restricting  borrowing  i^iarges.  As  with  first  mortgages,  such  laws  should  be  set  aside, 
with,  of  course,  the  authority  reserved  to  the  states  to  reconsider  Imposing  usury  limits  if 
any  wishes  to  do  so. 

umrAimn  on  the  EifrOBcsiiEin'  of  ddb-oh-sale  oj^oses 

Institutional  lenders  active  in  the  business  of  f Insncing  Income-producing  real  aetata  have 
expressed  concern  that  Section  341(d)  of  the  Qam-St  Qermain  Depository  Instltutlom  Act 
of  I9B2  [PL  97-110),  read  literally,  could  be  interpreted  as  prohibiting  the  enforcement  of 
any  and  all  due-on-sale  clauses,  even  those  in  mortgages  secured  by  commercial  prufwtty. 
MBA  urges  that  ttie  section  be  amended  to  clarify  that  It  was  not  intended  to  extend  to 
income  property  loans,  by  Inserting  "with  respect  to  onmer-oecupied  one-to-foiB'  dwelling 
unit  residential  real  property,"  between  "due-on-sale"  and  "i^ion." 

The  restrlctlom  of  the  section  were  not  Intended  to  apidy  to  business  property.  As  Senate 
Report  No.  9T-S3S,  reporting  the  Aet,  explains,  "the  intent  of  this  section  Is  to  provide 
protections  for  consumos  by  prohlbltliig  the  enforcement  of  due-on-«ale  clauses  where 
such  enforcement  would  be  inequitable"  (page  25). 

The  Act  provide*  the  Federal  Home  Loan  Bank  Board  with  authority  to  interpret  the 
section,  including  the  limitations  on  enforcement  of  due-on-sale  clauses.  The  Board  Tias 
Interpreted  Section  341(d)  as  applying  only  to  residential,  not  eommereial  property. 
However,  In  the  pest  Courts  have  refused  to  follow  an  Interpretive  regulation  which 
appears  contrary  to  and  without  support  In  the  literal  reading  of  the  statute  bain( 
interpreted. 

To  restore  tite  certainty  and  confidence  so  important  to  the  real  estate  lending  nrarkat, 
especially  the  large  tialanee  financing  needed  for  commercial  development,  the  limita- 
tions on  the  anforcem«it  of  due-on-sale  clauses  provision*  of  Section  341(d)  of  the  Aet 
should  be  clarified  as  not  applying  to  commercial  income  producing  property. 


/  y  James  M.  Wootoi 
' —      Preetdant 
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WlUlam  R.  Garpow 
Vice  President,  Public  Affairs 

Recreation  Vehicle  Industry  Association 

14650  Lee  Road, 

P.O.  Box  204 

Oiantllly,  Virginia  22021 

(703)  968-7722 

Before  tlie  Dnlted  States  Senate 

Comlttee  on  Banking,  Housing  and  Orban  Affairs 

Hashlngton,  D.C. 


On  Senate  Bill  730 
Credit  Deregulation  and  AvallAlllty  Act  of  1983 

Bearing  Held  April  12,  1983 


30-053  0  -  es  - 
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noA  Tsgraaa 

Smot*  BUI  730 
AprU  12,  19S3 

Senator  Gun  md  Mriaen  of  tba  Senate  CEenittee  on  Banking.  Housing  and 
Dtban  Ufaira.  Ha  acpraciata  this  ocportuni^  to  peasant  our  ttwughta  to  jouc 
conlttee  In  suKoct  of  ttiis-et£6ct  to  curb  mreaacnable  state  umicy  la«  and 
add  out  voice  to  ubat  m  hope  will  b*  a  decision  ty  youc  cc^nlttee  to  aifpoct 
tbis  needed  legislatloo, 

Hm  Secrwtion  VdU.cle  IndtMtry  tasoclatien  i*  a  natiooal  tcade 
association  %^idi  represents  the  cecieation  vehicle  mnufactucers  ani  tbeic 
ccRfnoant  su(plietB  tAo  pcovlde  flntly.  CM^ins.  vtfiLoles  to  citisMW  of  itae 
Dnltsd  States.     Dearly  951  of  all  cacceattdo  «rtil«les  ^oducad  in  this  counter 
are  built  by  vmtanz  of  our  aaaociation.    Wth  tbia  in  vind,  our  tHtiaony 
tod^r  can  be  viaiMd  as  rapcasanting  tita  coUactlve  voice  of  this  industry. 

i    tttis  is  ouc  indoBtiyls  sswril  cpfprtwity  to  discuss  tbis  si&ijsct  tsfoca 
tbe  Senate.    TrerioiKly  ue  testified  to  tlte  Senate  Subcosaittse  on  Financial 
Institutions  on  July  9,  1981,  en  tbe  'Credit  DaraguUtion  nd  ftrailibUlty  Act 
of  19S1*  aid  for  tba  reoocd,  we  ate  ^ain  aubiittlng  that  tastiiaoty. 

CssMtially,  the  pcoblca  of  acdiaic  levels  of  laury  lialts  with 
adjusbaents  by  a  ftw  atataa  still  exists.    BoweveE,  tbe  trigger  sechanii  of 
high  interest  rates  no  longer  poees  «n  Inaadiate  pcoblen.    Still,  we  ballave 
tbat  tlM  financial  c^cle  will  evantuaUy  return  la  to  the  crisis  ^tdeb  esisted 
just  a  t«w  abort  aontbs  ago. 
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Me  congrKtulata  thli  ccanlttaa  for  Ita  far-«ight«dnM>  In  ttU^pting  to 
taaolv*  a  potMitlally  haiaful  situation  bafora  It  bacoKi  a  taality. 

It  Is  our  continuing  qplnlon  tbat  tba  basic  law  of  m^p\y-wA  a—and  Is 
tha  baat  of  all  ngulators  with  Miy  coMKdlty.  Including  aanay.    Na  alao 
•if^it  Um  pciHlsa  tbat  wy  mnecaasary  controls  or  rate  ceilings  devdopad 
ttaiough  the  political  proceaa,  tn  'laglalate  Ealmesa"  aarva  only  to 
artificially  wbalaica  tha  qrstdi.    Hben  invoked,  umy  cates  only  eabaigo 
ttie  araUjbla  reaouicas  frot  Mating  tba  naads  of  cotential  custoaws  nd 
denying  tbea  tha  products  tbay  laqiiira. 

It  is  mtlaely  that  ttata  uwuy  !»■  ace  usually  Invokad  iten  Um 
UM«ployB«it  levels  are  on  tha  else.    Dsuiy  laws  will,  tbacafoca,  tMid  ts 
bei^itan  that  jMafloyawt  fcy  turtbac  slowing  tha  iwckating  of  goods  and 
sarvica  in  an  alraady  tcotAlad  aconcaiy.    This  situation  only  places  a  penal^ 
on  the  very  pec^ile  the  uBuiy  1mm  HCte  enacted  to  protect. 

He  ^ipreclate  this  oifxictistity  to  taatify  foe  tbs  cecocd  and  sincecely 
bc^  this  initUtiva  can  baccna  low. 
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STATEMENT  BY 

GORDON  E.  CMIKE)  GILBERT 

Senior  Vice  President 

'     and 

Member  of  the  Executive  Comnittee 

of 

Coachmen  Industries,  Inc. 

Representing 

RECREATION  VEHICLE  INDUSTRY  ASSOCIATION 

146S0  Lee  Road 

P.O.  Box  204 

Chantilly ,  Virginia 

C703J  968-7722 

Before  the 
United  States  Senate 
Subcommittee  on  Financial  Institutions 
Washington,  D.C. 


Senate  Bill  1406 
Credit  Deregulation  and  Availability  .\ct  of  1981 


July  9,  1981 
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Ny  name  is  Hike  Gilbert,  and  I  am  Senior  Vice 
President  and  a  member  of  the  executive  committee  of  Coachmen 
Industries,  Middlebury,  Indiana, 

Coachmen   manufactures   r^creatiokal  vehicles,  boats, 

MOBILE  homes  AND  ACCESSORIES  FOR  THESE  PRODUCTS.   OuR  COMPANY 
IS  A  VERY  ACTIVE  MEMBER  OF  OUR  TRADE  ASSOCIATION,  THE  RECREATION 

Vehicle  Industry  Association^  and  I  am  on  the  RVIA's 
Finance  Committee. 

On  behalf  of  my  company  and  the  Recreation  Vehicle 
Industry  Association,  I  want  to  thank  you  for  the  opportunity 
TO  comment  on  Senate  Bill  1406  and  Senate  Bill  963. 

In  addition  to  the  recreation  vehicle  industry, 

there  are  other  ORfiANlZATIONS   IN  THE  RECREATIONAL  AREA 
affected  BY  THIS   LEGISLATION.      ME  ARE  ALL  tIEMBERS  OF  THE 

American  Recreation  Coalition^  a  group  of  trade  associations 

AND  USER  groups  DEDICATED  TO  THE  PROTECTION  AND  ENHANCEMENT 
OF  EVERY  citizen's  RIGHT  TO  PURSUE  HEALTH  AND  HAPPINESS 
THROUGH  LEISURE-TIME  ACTIVITIES. 
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^   The  American  Ski  FeoEration,  the  International 
Snohmobile  Industry  Association^  the  Motorcycle  Industry 
Council^  the  National  Marine  Manufacturers  Association^  the 
National  Spa  and  Pool  Institute^  and  the  Recreation  Vehicle 
Dealers  Association  are  among  the  organizations  that  have 
expressed  a  hish  interest  in  this  legislation  and  have  been 

helpful  in  focusing  ATTENTION  ON  THE  ISSUE  BEFORE  US  TODAY, 
A  POLICY  POSITION  STATEMENT  BY  THE  AMERICAN 

Recreation  Coalition  is  attached  to  my  comments  and  I  ask 

THAT   IT  BE  SUBMITTED   FOR  THE  RECORD, 

The  MEMBERS  OF  THE  COALITION,   MY  COMPANY,   AND  THE 

Recreation  Vehicle  Industry  Association  wish  to  recognize 
and  applaud  the  efforts  of  the  senators  from  arkansas, 
Senator  Bumpers  and  Senator  Pryor^  whose  measure,  S  963^ 
is  also  being  considered  here  today.  Their  efforts  are 
appreciated  in  view  of  the  unique  status  of  their  state 
regarding  availability  of  credit^  but  tme  problem  extends  - 
TO  many  other  states,  and  he  feel  that  S  1106  will  address 

THEIR  particular   PROBLEM  AND  ALSO  ALLEVIATE  THE  PROBLEM 
OF  credit  availability  on  A  NATIONAL  SCALE. 

My  main   PURPOSE  here  today   is  to  let  you  know  HOW 
the  non-availability  of  consumer   credit  AFFECTS  COACHMEN 
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Industries  and  its  dealers^  and  other  manufacturer  and 
supplier  members  op  the  recreation  vehicle  industry  association, 
to  use  a  comic  strip  anal06y,  our  industry  has  been  hit  with 

A  REAL  'TRIPLE  WHAMMY.'  ThE  FIRST  WHAMMY  WAS  THE  NATIONAL 
FEAR  ABOUT  INTERRUPTION  OF  OUR  OIL  SUPPLIES  AND  THE  PROPOSED 
PLAN  FOR  RATIONING  GASOLINE  AND  WEEKEND  CLOSINGS  WHICH 
ACCOMPANIED  THE  SITUATION.   ThE  SECOND^  CLOSELY  REUTED 
PROBLEM^  HAS  BEEN  THE  INCREASING  PRICE  OF  MOTOR  FUEL.   ThE 

third  and  perhaps  our  most  important  problem  today,  has  been 
the  squeeze  between  rising  interest  rates  and  state  usury 
law  ceilings  piled  onto  the  problems  of  the  general  economy. 
This  translates  into  an  extremely  difficult  financing  problem 
for  potential  recreation  vehicle  buyers  all  over  the  country, 

Here  is  how  we've  been  affected  at  Coachmen 
Industries,     In  1978^  a  good  yeaRj  Coachmen  provided  employment 
for  ((jSOO  people—currently  we  have  2,800  employees;  sales 
volume  in  1978  WAS  305  million  dollars,  while  last  year  it 

WAS  125  MILLION  DOLLARS.   OUR  PRESENT  SALES  LEVEL  OF  100  MILLION 
dollars  in  the  FIRST  SIX  MONTHS  OF  THIS  YEAR--200  MILLION 
DOLLARS  ANNUALIZED,  INCLUDES  GREATER  MARKET  SHARE  PLUS 
DIVERSIFICATION  EFFORTS  ,,.  BUT  WE  ARE  STILL  WELL  BELOW 
1978  LEVELS. 

These  figures  are  mirrored  by  most  other  recreation 
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Vehicle  Industry  Association  manufacturers  and  suppliers. 
Despite  belt-tightening  and  aggressive  marketing^  host 
recreatiotf  vehicle  manufacturers  feel  frustrated  in  attempting 
to  market  products  in  the  face  of  state  interest  rate  ceilings 
below  money  market  ratesj  thus  drastically  reducing  consumer 

AVAILABILITY   FINANCING.      ThESE  FRUSTRATIONS  AND  THE  EARNINGS 
IMPACT   HAVE   LED  TO   THE  LIQUIDATION  OF  A  NUMBER  OF  MANUFACTURERS 
IN  OUR    INDUSTRY. 

But  POSSIBLY   EVEN  MORE  HARD  HIT  THAN  MANUFACTURERS, 
ARE  THE  PRANCHISED  DEALERS  DISTRIBUTING  OUR   PRODUCTS    ... 
THOUSANDS   OF  SMALL  BUSINESS   FIRMS  ACROSS  THE  COUNTRY.      As  AN 

EXAMPLE,  Coachmen  RV,  our  largest  division,  had  t48  dealers 

AT  THE  END  OF  1978.   At  PRESENT,  COACHMEN  RV  HAS  290  DEALERS, 

A  35  PERCENT  DECLINE.   EvEN  MORE  AURMIN6,  DURING  THIS  TIMEFRAME, 

Coachmen  RV  added  i.60  new  dealers,  so  there  has  been  a  70 
percent  turnover  of  our  dealers  since  1978. 

On  a  national  basis,  the  Recreation  Vehicle  Dealers 
Association  estimates  that  the  failure  rate  among  dealers 

HAS  BEEN  47  to  50  PERCENT.   ThIS  HAS  MEANT  THE  PERMANENT 
LOSS  OF  HUNDREDS  OF  SMALL  BUSINESSES  AND  THOUSANDS  OF  JOBS. 

RV  BUYERS  HAVE  A  STRONG  CREDIT  PROFILE.   ThEY  CON- 
SISTENTLY HAVE  HAD  LOM  DELINQUENCY  AND  GOOD  REPAYMENT  RECORDS 
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as  recorded  by  the  american  bankers  association. 

This  isood  record  continues,  despite  the  economic 
recession,  as  evidenced  by  the  fourth  quarter  1980  reports 
OF  Bank  Delinquency  Rates  for  Instalment  Loans,     RV  loans 
were  second  with  only  2  percent  deliquency,  compared  to  the 
average  bank  loan  of  2.59  percent. 

We've  never  had  complaints  of  retail  financing 
availability  until  the  past  eighteen  months  of  sky-rocketing 
money  costs.    now  our  dealers  all  across  the  country  are 
experiencing  rejection  ...  not  for  credit  reasons  ...  but 
because  the  sank  is  no  longer  making  this  type  of  loan  ... 
or  more  subtly,  the  bank  hiu  only  finance  the  rv  for  a 
customer  with  an  existing  bank  relationship. 

The  ACTUAL  reason  for  .the  rejection  or  T1SHTENIH6 
IS  THAT  AT  THE  CURRENT  CEILING  RATES.  THE  BANKS  OR  FINAMCE 
companies  can't  MAKE  A  PROFIT   IN  VIEW  OF  THEIR  MOMEY  COSTS. 

To  A  SMALL  business','  THE   LOSS  OF  ONE  OR  TWO  OR 
MORE   SALES   A  WEEK,   DUE  TO  THIS  CREDIT  NON-AVAILABILITY,    IS 
THE   DIFFERENCE  BETWEEN   PROFIT  AND  LOSS   ...   BETWEEN  KEEPING 
AFLOAT  OR  GOING  OUT  OF  BUSINESS. 
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The  conswer,  too,  has  been  affected. 

The  origin  of  thi  usury  statutes  has  to  protect 

THE  CONSUMER.      ThE  VOLATILE   INTEREST  RATES  OF  THE  PAST 

several  years  may  have  made  these  lahs  work  against  the 
consumer. 

First,  they  dictate  the  choice  of  a  product  or 
service  by  denying  credit  to  0ther1[(ise  qualified  customers^ 
rather  than  letting  the  customer  himself  decide  whether  or 
not  the  rates  are  too  high. 

Second^  in  many  cases>  our  dealers  are  requirp 
to  pay  points  to  the  lender  to  subsidize  the  state  controlled 

RATE.      The  dealers    INCREASE  THEIR   PRICE   STRUCTURE  TO  COVER 

the  cost  of  the  points,  thus  raising  prices  across  the 
board  and  causing  the  cash  buye^t  to  pay.  mpre, 

Third,  with  the  varying  state  rates^  inequitable 

COMPETITIVE  situations   IN  MARKETS   CLOSE  TO   STATE  BORDERS  HAVE 
DEVELOPED    ...   A  CUSTOMER  TRAVELS  ACROSS  THE  RIVER  OR  STATE 
LINE  FOR  A  BETTER   PRICE. OR   EASIER   FINANCING  SIMPLY  BECAUSE 
OF  STATE  STATUTES   INVOLVED.,      ThIS  SEEMS  DISCRIMINATORY. 

Fourth,  the  decline  of  dealerships  as  evidenced  by 
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THE  COACmEN  RV  DIVISION  EXAMPLE,  MEANS  INCONVENIENCE  FOR 
HABRAHTY  SERVICE  WITH  THE  CONSUMER  HAVING  TO  TRAVEL  MANY 
MORE  MILES  TO  OBTAIN   SERVICE  THAN  HE  HAD  ANTICIPATED. 

As  I  SAID,  Coachmen  and  the  other  RV  manufacturers 
have  paces  a  real  triple  mhamhy  being  sensitive  to  energy 
availability,  energy  costs,  and  the  economy. 

We're  working  through  the  energy  situation  with 
better  aerodynamics,  lighter  components,  increased  use  of 
diesels,  and  advanced  engineering  for  products  compatible 

WITH  today's  SMALLER  CARS,  OuR  CUSTOMERS,  TOO,  ARE  flUICKLY 
ADAPTING  TO  THE  ENERGY  SITUATION  AND  HAVE  FOUND  THE  DELIGHTS 
OF  OUTINGS  CLOSER  TO  HOME. 

But,  THE  SENSITIVITY  TO  THE  NON-AVAILABILITY  OF 
CREDIT  CONTINUES,  AND  HE  FEEL  HELPLESS.   As  BUSINESSMEN,  WE 
can't  EFFECTIVELY  CHANGE  THE  STATUTES  OF  EACH  STATE  WITH 

unrealistic  consumer  credit  ceilings. 

Senate  Bill  1406,  introduced  by  Senator  Lugar, 
is  a  fair  and  efluitable  solution  to  our  problems,  and  we 

WHOLEHEARTEDLY  SUPPORT  ITS  PASSAGE.  ThE  BILL  FOLLOWS  THE 
PRECEDENT  OF  REMOVING  RATE  CEILINGS  AND  EMPHASIZES  A  FREE 
MARKET  PHILOSOPHY  TO  WHICH  OUR  MEMBERS   HEARTILY  SUBSCRIBE. 
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Perhaps  the  most  compelling  reason  to  pass  this  legisution 
IS  that  it  re-establishes  freedom  of  choice  for  the  American 
consumer  and  the  american  businessman. 

Mr.  Chairman,  this  concludes  my  formal  comments 
and  i  will  be  happy  to  answer  any  ouestions  from  the 
Subcommittee. 
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American  Recreation  Coafition 

to  tfw  ijrouctien  tmt  tnhananmn  of  nary  dtiztn't 
Apcll    16,    1983 


Ida  Bonorabla  Jak*  Garn,   Cbair«an 


and  Or ban  Affairs 
Oil tad  Stataa  Sanata 
Naahlngton,  DC      20910 

Oaar  Sanator  Garni 

Na  aak  that  you  incorpocat*  tbi*  lattar  Into  tha  written  racord 
of  tlia  haarlnga  hald  last  oeak  on  S.T30,  tha  Cradit  Daregulatlon  and 
ATallablllty  Act  of   1983. 

Ha  (upport  thla  laglalatlon  strongly.     On  March   19.    1981.    tha 
Asarlcan  iiacraati«n  Coalition's  Board  of  Dlraetors  adoptad  th« 
Collowlnq  policy  poslcloni 

taarlcana  taatlfy  to  tha  iMpoctanca  of  caeraatlon  and 
laiaure-tiaa  pursuits  in  thair  Uvea   through  their  annual 
•xpanditura  of  aora  than  $200,000,000,000  on  these  pursuits. 
Many  of  tha  expenditures  are  for  recreational   iteaa  or 
services  of   substantial   cost  for  iihich  consuaara   saak  to  pay 
on  an  eitandad   basis.      Such  purchases   include   air  vacation 
fsras  and   cruises   as  wall   as  pool*,   boat*.    RV'a,   snoHBobiles 
and  othar  consmer  durable  goods. 

Because  of   the  aasantlal    rola  played   by  recreation   in  today's 
fast-paced  world,    the  arallBblllty  of   financing   for 
recreation  and  recreation-related  expense*   is  of  great 
iBPortanca.     iba  ABerlcan  Recreation  Coalition  therefore 
supports  public   and  private  actiona  which  facilitate  the 
areilability  of  consuaer  financing   tor  recreation  purpoaas. 

In   recant  years,    the  supply  of  conai^Mr  cradit  has  bean 
reduced   and   ita  cost  Increased  by  aaasiva  levels  of   federal 
govarnaent  borrowing,  aade  necessary  by  continuing   large 
goverment  budget  deficits.      The  Aaerican  Recreation 
Coalition  believea   that  this  borrowing   —   in  direct 
coMpatltlon  with  Aaerlcan  taipayaca'    own  credit  neada  —  Bust 
be  restrained.      To  do  ao,    the   federal   budget  auat  be  reduced 

and   a  balance  >ust  be  achieved  between  federal   r —      ~* 

expenditures. 


Sum  TOO  •  itOi  L  Straei.  NW  •  Wttehlngtwi.  D. 
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fh«  Bonorabia  Jak*  Oacn 
April   2fi,    1983 


Th*  avkllabillty  of  eontuRar  ceadit  ba*  also  baan  JaopardlMd 
by  Btata  uaury  law*  nbleh  iapoaa  unraallstio  li«ita  on 
Intacaat  rataa  Cor  conauaar  bocrowlng ,     Milla  daaignad   to 
protact  conaimarB,    tbaaa  lam  hava  proran  to  be  too 
Inflaiibla  and  hava  actually  norkad   agalnat  conauaars' 
Intaraata.     Itia  Aaarlcan  Racraatlon  Coalition  Chacafora 
aupportfl  lavm   at  Cha  Eadaral   and   atata  larala  Htiich  prorida 
raaaonabla,    flaxlbla  and   coapatitlva   llnita  on  conaiaac 
cradlt  coata. 


I  pcCBiit  action  on  S.T30. 


jdbyGoOglC 


American  Recreation  Coalition 


oradit  auppli»t   and  aantrala   it  as  folloua: 

Anwricana   Cestify   to   Ui*  inport&nca  of  racraation  and 
leisura  timm  pursuits   in  their  lives   through   their  annual   expand- 
iture  of  more  than   5200 ,000,000,300  on  these  pursuits.      Many  of 
tha   axpcoditures   are  for   recreational   items  or   services   of   sub- 
■tantiBl   cost  for  which  conaumera   seek   to  pay  on  an  extended 
basis.      Such  purchases   include  air  vacation  fares  and  cruises 
as  wall   as  pcfols,   boats,    RV's,   anowncbilea  and  other  conaumar 
durahla  goods. 

Because  of   the  sassntial   rols  played  by   recreation  in  today's 
fa«t-paced  world,   the  availability  of   financing  for  recreation 
and  recreation-related   expenses   is  of  great  importance.      The 
American   Recreation  Coalition   therefore   supports  public   and  private 
actloas  which   facilitate  the   availability  of   consumer  financing 
for  recreation  purposes. 

In   recent  years .    the   supply  of  consumer  credit  has   been 
reduced  and   its   cost  increased  by  massive   levels   of   federal  90verR- 
aent  borrowing,   made  neceaaory  by  continuing  large  government 
budget  deficits.      The  American  Recreation  Coalition  believes   that 
this  borrowing  —  in  direct  competition  with  American  taxpayers' 
own  credit  needs   —  must  be   restrained.      To  do  so,    the   federal 
budget  must  be  reduced  and   a  balance  must  be   achieved  between 
federal   revenues   and  expenditures. 

nia  availability  of   consumer  credit  has   also  been  Jeopardized 
by  state  usury  laws  which  impose  unrealistic   limits  on  interest 
rates   for  consumer  borrowing.      While  designed   to  protect,  consumers, 
these  laws  have  oroven   to  be   too   Inflexible  and  have   actually 
worJced  against  consumers'    interests.      The  American  Recreation 
Coalition   therefore  supports   lawa  at  the   federal  and  state  levels 
which  provide   reasonable,   flexible  and  competitive  limits  an  con- 
sumer credit  costs. 


ADOPTED  HARCH   X9 ,    1981 
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jMERiCAa  Rinmnow  cojLLniow 


■rteao  toutli  So«C(la,   Inc. 


*i»Ub9  Trad**  MaocUelon  of  taiua 


BxpartB*at«l  JUrexaft  Mas. 
rulljr  Hator  Coacb  Maociacion 


Sood  M»   leaving)   Club 
Bollaad  (HlcliigaB)  Mococ 


)   HaaufaetuTlJif  Oo^May,    £ac< 


abUa  IBdnatxy  taaoclatioa 


Intra-Sovtb  (raeraattoa)  Vnblleaclonai   tae. 


TMyijiijmia  Ounara  of  laarlea 


HaElB*  Ratallara  uaoclatloa  of  uariea 

Iltelii9ui  ■aaelB9  InAuezlaa  taaoelaclon 

Miehlgu  itablla  Hna  ud  DHrHetoaal  TaUcl*  laatltoM 

uototejelm  Indoaexy  ConaeU. 

~        ~     a  laaoelaclon 
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B*tloa«i  AaaoelatloB  of  troparty  Onara 

lUtLocal  Cupan  ud  Hiliiri  Aiisclitl.on 

Haelooal  roruc  RaErMtlon  Xiiocijtlon 

SkUooal  Induiiiilal  RacrMClan  AiKKlaclo 

HatXoBal  HarlAa  Hanuf  accurara  Aaaeclatlon 
Katlonal  nncsr  Eoorca  CaBoltca* 
Rational  Outdoor"  Coal ttioo 

Matlonai  Spa  e  PooL  Inatltata 

Hortb  hnarican  Family  llampara  iUan.    IDc. 

mu  Inaclcuca  for  Laiualaclva  accIod 


KaeraacloB  Vablela  Club  Dlraesora  Aaseeiaeion 
RaeEaaelsD  Tahlela  Daalari  Maoetati.aB 
HacraatloD  Tahlela  ladnalzr  AaaocLadon 
DBllar  Seating  UjUi  Opantora  Xaaaelaclon 


aoutliaEn  Callfsraia  na 
Spactal  (baodleappad) 
^■elaley  Equina  nt  Harltac  Uaed. 
Sporting  Gooda  lualaaaa  MgaiUiB 
Itacorafe  Omars  Club 
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Co^Mnta  subaltlad  by 

SEABS,  ROEBUCK  ABD  CO. 

Sure,  Bocbuck  and  Co.  would  Ilka  to  taka  this  opporcunity  to 
indicate  its  support  for  S.  730,  introduced  by  Senator  Gam  and 
co-aponsorad  by  Sanator  Prozaira  and  Sanator  LUgar.  This  proposed 
legialation.  the  Credit  Deregulscton  and  Availability  Act  of  1983,  vould 
extsnd  the  mortgage  credit  preenption  established  under  the  DepoalCory 
InallCutlon  Deregulation  and  Honatary  Control  Act  of  1980  and  would  act 
to  preempt  tha  remaining  interest  rate  ceiling!  applying  to  conauner 
credit.  We  support  the  concept  of  giving  credit  grantora  the  ability  to 
charge  market  rates  of  Intareat  on  consumer  credit  eKtcasions. 

Harket  istas  of  intcrett  are  key  in  cbe  extenGion  of  credit. 
Eicperienca  has  shown  over  the  past  few  years  that  consumer  Interest 
races  are  changeable  and  fluctuate  in  a  aomewhac  similar  fashion  to  the 
prims  rate  of  interest.  However,  for  creditors  who  are  restricted 
during  periods  of  high  interest  rates  to  an  artificially  imposed  Inter- 
est ceiling,  two  actions  may  be  taken.  First,  creditors  nay  teatrict 
credit  extensions.  These  actions  tend  to  further  exacerbate  a  weak 
ecoDoa?  by  cutting  off  the  desirable  financial  source  which  during 
normal  tines  would  act  to  reduce  inventories  and  craete  additional 
demand  for  replacement  goods.   Second,  creditors  may  lake  actions  to 
shift  operations  from  the  state  in  which  Che  lower  rate  exists  to  one 
providing  s  more  favorable  rate  climate.  Uhile  this  certainly  la  an 
expensive  proposition,  many  creditors  have  seen  fit  over  tha  past  few 
years  Co  relocate. 

Ua  believe  ic  ia  i^ortant  for  chls  Coanictc*  to  recognltc  that 
retailers  like  Seara  who  offer  their  own  credit  plans  are  precluded 
because  of  recent  court  decisions  from  the  second  sltamatlve  mentioned 
above.   Inatead,  letallcra  must  aseass  finance  charges  at  Cba  rate  of 
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th*  cuftovcr'a  rcBldeoce  and  not  «c  th*  Tate  of  the  state  Id  which  the 
retailer's  credit  operation*  are  locatad. 

ThiSi  therefore,  create!  a  need  for  an  alternative  solution  for 
retailers,  that  solution  1*  to  ralae  the  csah  price  of  aerchsodlac  to 
offaet  the  loiaes  Incurred  on  credit  oparatlona.  Thla  ultinately 
produces  a  cash  price  tubsldy  of  tbs  credit  cu(ta«er  for  the  bclou 
market  Interest  rate.   In  this  event,  all  cuatoaers  are  forced  to  pay 
part  of  the  cost  of  credit  whether  or  not  the;  have  chosen  to  us*  the 
cradlt  aervlca. 

The  Credit  Deregulation  and  Avallabllll?  Act,  S.  730,  takes  a 
balanced  approach  Co  the  preetttptlon  of  such  artificial  state  rate 
ceilings.  While  preempting  the  rate  Itself,  the  bill  would  not  preempt 
state  consumer  protection  meaBurcs  such  as  the  methods  of  computing  the 
balance  on  which  finance  charges  arc  cos^utcd,  rccleston  rights,  charges 
for  resolving  errors,  provisions  relating  to  rebates,  provisions  dealing 
with  refinanclnga  and  reposaeaslonB,  llcenBlng  provisions,  disclosures, 
and  so  forth.  Through  this  approach,  the  bill  takes  the  optimum 
approach  to  reeolve  the  goal  of  Implementing  market  rates  of  Interest. 
That  is,  while  preempting  the  actual  rate  Itaelf,  the  additional 
consumer  disclosures  and  protections  would  not  be  affected.   Sears 
supports  this  approach. 

Sears  appreciates  the  opportunity  to  express  its  views  on  S.  730. 


Randolf  H.  Aires 
Vice  President, 

Covemnental  Affairs 


Christine  A.  Edwards 
Staff  Assistant, 

Governmental  Affairs 
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The  Honorable  Jikc  Garn,  Cha1r«nn 
CMNlttee  on  Banking,  Housing         ~ 

and  Urban  Affairs 
Unitad  States  Senate 
Hashtngton,  D.C.     ZOSIO 

Dear  Hr.  Chitrman: 

I  am  MTlting  today  In  support  of  S.  730,  the  Credit  Deregulation  and 
Availability  Act  of  1983,  Introduced  by  yourself  and  Senators  Proxaira  and 
Lugar  on  March  8,  1983.      I  would  like  to  take  this  opportunity  to  thank  you 
on  behalf  of  Visa  U.S.A.  for  your  continued  Interest  in  this  vital  legisla- 
tion that  Mill  put  an  end  to  outdated  state-Imposed  price  controls  in  the 
form  of  usury  laws. 

Visa  U.S.A.  Inc.  is  a  non-stock  mMbershIp  corporation.  Incorporated  under 
the  laws  of  the  state  of  Delaware,  which  administers  the  Visa  Card  and 
Travelers  Cheque  Progran  within  the  United  States.  The  meabership  of  the 
corporation  is  comprised  of  approximately  13,000  coniercial  banks,  savings 
banks,  savings  and  loans  associations,  and  credit  unions  which  participate 
In  the  Visa  program. 

As  of  the  end  of  198?  the  Visa  'Blue,  Hhite  and  Gold"  card  was  held  by 
approxiaately  56.8  million  individuals  and  accepted  at  1,956,000  Herchant 
outlets  and  SZ,078  member  offices  throughout  the  country.     For  the  year 
1982,  total  dollar  voIum  of  the  Visa  systen  In  the  United  States  exceeded 
t40,93«,4S6. 

Visa  fully  supports  the  provisions  of  S.  730  and  strongly  urges  its  early 
enactment.     Me  believe  that  this  legislation  Is  essential  in  light  of 
Increasingly  dynamic  interest  rates  that  prevail   in  the  national  credit 
purket,  which  must  continue  to  respond  to  consumer  needs  and  expectations. 
As  In  other  segments  of  our  economy,  the  imposition  of  artificial   price 
controls  Is  simply  inconsistent  with  the  efficient  operation  of  a  free 
market  econoiay. 

Given  the  Increases  In  and  dynamics  of  the  costs  that  must  be  Included  In 
Interest  rates,  and  the  increasingly  important  role  that  credit  plays  in 
today's  society.  It  is  essential  that  usury  laws  reflect  purket  realities. 


VISA  i;.S^. Inc.    PaMO|Pe>B«««M.SanFniiici».Ciil#ifiilaa4IM(4l9)S» 
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agricultural  credit  and  peratnently  1n  the 
ttowever,  left  tha  ragulatfon  of  consiacr 
state. 

Hhlla  ■  niBber  of  state*  have  addressed  the  Issue  of  Intamt  rata  ceilings, 
this  plecMeal  activity  is  not  an  adequate  response  for  cradltors  operating 
In  a  national  consuaer  credit  narket.     The  state- by-state  approach  his 
slaply  coMpounded  the  confusing  patchuork  of  laws  and  regulations  that  noa 
exist.     HorMver,  In  aany  cases,  recent  changos  affect  only  certain  types 
Of  credit  or  creditors,  are  subject  to  "sunset"  provisions,  or  Merely 
replace  one  arbitrary  celling  Hith  another. 

Many  studies  have  recognized  that  usury  laws  can  Inhibit  growth  In  the 
econoMy  and  restrict  needed  credit,   harmlri^  the  consumer  the  law  was  aeant 
to  protect.     The  nost  recent  review  and  analysts  of  usury     gwt  wes  undertaken 
by  an   Interagency  Task  Force  on  Thrift  Institutions     comprised  of 
representatives  from  the  federal  financial    regulatory  agencies  and  the 
previous  ackilnlstratlon.     In  Us  June  30,  t9B0  report     the  Task  Force  noted 
that,  as  a  general   proposition,  the  historic  ratHona  «  for  usury  Taws  - 
'     '  "  ■     '    ■  unscrupulous  lenders  -  sloiply  was  no  longer 

The  response  that  Most  appropriately  addresses  the  legltiMte  interests  of 

enders  and  borrowers  t1lkt  Is  to  allow  the  free  aarket  -  rather  than 
artlflda     rate  ceilings  -  to  sot  Interest  rate  levels,  within  a  protective 
franework  th-at  aSSUres  fairness  to  the  consuaer.     These  aultlple  objectives 
Can  b«  achieved  through  existing  consueer  protections  {such  as  Truth-in- 
Lendlng  disclosures    while  allowing  creditors  to  receive  a  reasonable 
return  on  their  Investment  -  without  being  limited  by  artificial   rate 
ceilings. 

A  coapetltfve  Mrkot  for  credit  products  and  financial  services  will  do 
More  to  serve  the  consueer  than  aany  of  the  taws  and  regulations  now  on 
the  books,     tie  are  convinced  that  consuaers  are  willing  to  pay  a  aarket 
price  for  credit  but  that  they  are  increasingly  concerned  about  Its 
availability. 

Deregulation  of  interest  rate  ceilings  will  spur  coapetltlon  anong  creditors, 
allowing  the  froe  Market  to  operate.     It  will  help  ellMinate  the  undesirable 
and,  presiBibly,  unintended  subsidies  Involving,  for  exoMpIa,  less  affluent 
credit  purchasers  subsidizing  the  More  affluent  "convenience  users"  wtio  pay 
off  their  accounts,  and  the  citizens  of  high  rate  sUtes  subsidizing  the 
credit  purchases  of  those  In  low  rate  states.     Finally,  by  ellMinatlng 
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rattening  of  cradlt  bjp  auns  other  thtn  prict,  deregulation  of  Intaratt 
rate  ceilings  hIII  sake  credit  available  to  ill  consuHTt.  thu*.  In  uny 
cases,  assuring  the  ■vallablHty  of  credit  to  those  alio  need  it  aost. 

S.  730  Houtd  aUo  make  in  additional  reform  In  the  area  of  bank  cards  by 
authorizing  annual,  aonthly  or  periodic  fees  and  transaction  fees.    The 
prohibitions  that  exist  on  these  fees  In  ainy  states  craete  an  unfair 
burden  on  lower-lncoae  conswers  and  have  contributed  significantly  to  the 

unprofUabillty  of  card  programs. 

A  Visa  card  provldei  to  every  cardholder  two  distinct  services.     First,  It 
Is  a  payment  dev1c«  wtilch  enables  cardholders  easily  and  conveniently  to 
■ake  payments  for  goods  and  services  at  Bore  than  3,663,000  merchant     ocatlons 
throughout  the  world.     Second,  the  credit  card  makes  available  a      ne  of 
credit.     In  the  event  that  paywant  of  the  balance  Is  not  nade  during  the 
free  period,  the  cardholder  Incurs  a  finance  charge  during  the  tipe  required 
to  pay  off  the  credit  balance  In  InstallMnts. 

The  two  basic  features  of  a  Visa  card  are  distinctly  separate.    Many  card- 
holders use  their  cards  (>r1inar1ly  or  exclusively  for  the  convenience  payaant 
feature,  routinely  pay  their  card  balances  withir  the  Initial  grace  period, 
and  rarely  or  never  Incur  finance  charges  by  electing  to  postpone  pajMent 
and  to  use  the  line  of  credit  also  aade  available  to  thM  by  the  card. 

As  a  result,  SC  percent  of  Visa's  annual  dollar  voIum  Is  paid  within  the 
free  period  and  generates  no  finance  charge.     Those  cardholders  who  do 
activate  their  line  of  credit  and  carry  credit  balences  typically  do  not 
borrow  up  to  their  credit  11*1t  and  then  leave  their  cards  doraint,  but 
carry  a  fluctuating  credit  balence  and  continue  also  to  use  their  cards  for 
convenience  payaent  purposes. 

In  many  states,  card  issuers  are  required  to  give  users  a  "free  period*  In 
which  to  pay  all   charges     ncurred  without  any  charge  for  the  convenience 
Involved  In  this  payments  mechintsm.     As  a  result  n>any  consumers  use  their 
card  slaply  as  a  convenient  payMent  device      an  a  tematlve  to  cash  or 
check.     The  card  Issuer  Incurs  considerable  expenses     n  processing  purchases 
and  payeMnts  and  In  extending  funds  during  this  period  of  "free  use"  but 
collects  no  finance  or  use  charge. 

Historically,  consumers  have  been  charged  fees  for  the  use  of  Other  pajaant 
devices  and  CAS^  substitutes.  Host  banks  traditionally  have  charged  either 
Monthly  fees  or  transaction  fees  to  users  of  checking  accounts;  holders  of 
travel  and  entertalrment  cards  which  do  not  access  lines  of  credit  have  been 
charged  annual  fees;  users  of  travelers  cheques  have  paid  purchase  fees  for 
the  cheques.     However,  the  usury  laws  in  Mny  states  have  expressly  worded 
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or  have  be«n  so  construed  as  to  prevent  financial  institutions  ahich  Issue 
cards  fn  those  states  froto  charging  any  fee  for  the  benefit  which  card- 
holders receive  froM  being  able  to  use  thefr  cards  as  a  convenience  payment 
device. 

The  convenience  transaction  costs  and  expenses  not  covered  by  merchant 
discount     Ticome  have  to  be  paid  for  by  periodic  and  transaction  fees  or 
underwritten  by  Income  from  other  sources.     The  burden  of  underwriting  the 
convenience  users  of  cards  falls  disproportionately  on  lower  Incoae 
cardholders  who  traditionally  use  the  credit  feature  of  their  card  and  thus 
incur  a  firance  charge.     This  burden  Is  also  borne  by  swll   financial 
Institutions  which  are  the  most  adversely  affected  by  high  Interest  rate 
trends.     The  most  restrict  ve  state  usury  laws  are  generally  found  where 
unit  banking  and  small  credit  unions  are  most  prevalent.     Savings  and  loans, 
■utual  savings  banks  and  credit  unions  have  only  recently  entered  the  card 
business  and  either  are  st111    In  the  process  of  absorbing  heavy  start-up 
costs  or  noM  w111    be  deterred  from  ever  offering  this  service  to  their 


It  is  the  largest  financial    institutions  which  not  only  already  have 
absorbed  initial  start-up  costs,  but  can  afford  to  relocate  their  card 
operations  in  states  other  than  their  home  state  In  order  to  take  advantage 
of  favorable  state  usury  laws.     Because  these  cards  have  been  held  by  the 
courts  to  be  governed  by  the  law  of  the  state  In  which  the  card  is  Issued, 
state  usury  laws  restrict  only  card  issuers  located  within  the  state  by 
Issuers  located  elsewhere.     Thus,  cards  can  be  and  are  Issued  on  a  nation- 
wide  basis  fron  a  single  location. 

The  largest  Issuers  can  afford  to  move  their  card  operations  because  the 
additional   revenue  fron  periodic  or  transaction  fees  more  than  offsets  the 
cost  of  the  nove.     For  example,  of  the  1,500  V  sa  menibers  -wlilch     ssue  Visa 
cards  In  the  United  States,  20  hold  50  percent  of  the  64,^00,000  Visa 
accounts.     For  Institutions  with     such  large  numbers  of  cardholders,  it  Is 
econoalcally  feasible  to  relocate  bank  -card  operations  In  states  which 
pemlt  periodic  or  transaction  fees.      For  smaller     tistitutlons,  unit  banks, 
and  savings  and  loans  with  a  small    number  of  cardhn  ders     a  relocation  of 
card  operations  would  be  uneconoalcal   and  in  >any  instances  would  be 
prohibited  by  legal  barriers.     Thus,  absent  prompt  action  to  establish  a 
unlfona  policy  enabling  card  Issuers  In  all   states  to  charge  a  reasonable 
fee  for  the  convenience  payment  feature,  the  SMtll  local  card  issuers  soon 
will   be  driven  out  of  the  business. 

S.  730  would  ellalnate  the  advantage  of  relocating  card  operations  into 
deregulated  states  and  enable  card  Issuers  to  Insure  that  those  who  use 
their  card  only  as  a  convenient  Method  of  payment  would  bear  a  fair  share 
of  expenses  for  their  Involveaient  in  a  payaent,  not  credit,  nechanisn. 
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In  conclusion,  let  m  «gphMli«  the  benefits  to  be  gitned  by  the  entctMnt 
of  the  provisions  contained  In  S.  730.     The  long-torn  cconoMic  well-being 
of  the  bank  card  Indjstry  It  dependent  on  these  rofonas.     Studies  on  usury 
■nd  bank  card  fees  consistently  Indicate  that  the  refones  proposed  by  S.  730 
would  benefit  lenders,  nerchants  and  consueiers  alike. 


Charles  T.  Russell 
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Tha  Honorabl*  Jaka  Gam 
Oialraan,  Sanata  Coaaltcaa 

on  Banking!  Houalng  and  Ocban  AfCatca 
5J4  Dirkaan  Sanata  Offica  Building 
waahington,  D.C.   20510 


1  g.T30,  tha  Cradtt  Paragulatl 
ana  faallablllty  iA 


Daar  Senator  Gain i 

KaatarCaid  Intt 
tha  opportunity 
S.730  lAicti  you  cac< 
catllnga  for  •■tani ' 
Dapoaitocy  Inatttul 
IttID  to  pcaaapt 


latlonal  Incorporatad  [ "HaataECard' )  walcoaaa 
wit  thla  vrittan  atateMant  In  aupport  of 
intly  Intcoducad  to  pceaapt  atata  uaury 
.ona  of  conauBar  cradlt.   6.73D  would  aaand  tha 
.ona  Dacejulatlon  and  Honatary  Control  ILct  at 
lAlcti  attaapt  t 


tranaaction  and  accaaa  Caaa. 
paEBanantly  preaapt  atata  uaucy  calllnga  for  agricultural  and 
buslnaas  ccadlt.   Individual  atataa  HOuld  ban  the  ability  to 
ovacctda  tha  fadacal  preaaptlon  and  ralapoae  state  ceiling*  for  a 
thrae-yeoc  period  after  the  bill's  enactaent  date.   Finally,  state 
conaiBME  protection  lava  muld  reaain  intact. 


HaatsrCard  Is  a  SLeabership  corpi 
13, ODD  D.S.  financial  Institutions  «] 
faalllar  HaaterCacd  secvlca  aarkB  In 
prograa.  HastecCard  Itself  eitenda  i 
participate  In  the  credit  decisions  < 
institution  Issuing  the  HastecCaed  ci 


card  prograa  and  aakaa  Independent  credit  decisions.   Ibe  teraa  of 


coapoaed  of  aore  than 
cb  Issue  and  honor  the 
connection  itlth  a  credit  card 
I  credit  and  doaa  not 

I  aeabers.   Each  aeaber 

card  operates  1 


:  and  policies  regarding  the 
and  continuation  of  a  conauaer's  cced 
governed  by  the  institution  with  Hhicb  the  com 
cradlt  relationship.  Thia  would  include  accei 
fees  and  Intarsat  charges,  the  subject  of  thii 
setting  policy,  each  institution  naturally  aui 
account  tha  state-enacted  uaury  ceilings  and  c 
adopted  in  the  states  In  which  they  operate  as 
factors  in  order  to  efficiently  coapete  wl  ' 
issuing  Institutions  and  other        ' 


.  transaction 
legislation.   In 
F  take  into 
unique  lawa 
.  as  Marketplace 


r  fini 


a.  New  >tor1c  h4ew1brti  10106  (212)  Q74-5700 
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usury   ceillngi 

tb*  prealee  Coc  enact 

not  cOBpetitive,  that 
and  Uiat  losnshairKing 
continued  eiistence  □: 

Hany   i 


Illy      the    raElonale   behind    ueury   ceilings   was    Che 

itirained  In  this  manner,  lenders  could  be  compell 
lunera  unconBcionably  high  interest  rates.  1  ' 
>c  enacting   usury  ceilings  was  hore  a  moral  < 

iSiimerB  are  Ignorant  about  credit 
.1  result  have  improperly  perpetui 
patchwork  of    state   usury    laws. 


I    befoi 
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Eroai  t 


relationship  with 


1*  conauB*r  credit   tnduatry  h 

:hecE   to   explain   why  usu 

restrictive   and   why   the,    

Indexible  usury   ceilings 


I    light   at    the 


between  malting  loans  at 
boccovera  (especially  B 

sensible  policy  of  natl 

the  purchasing  power  o£ 


!  alternatived  reClecCl 
linking  When  lenders 
Ive  Tipple  effect  1*  ' 
turn  on  the  activity 

I  at   Ui*  consuHec 

^en  it  pointed 


lit  < 


s.  The  report 
on  Consuner  Finance  (1972)  stated  this  t 
-coneumer  credit  Industry  '...both  as  th< 
wheels  of  our  great  Industry  Bachine  and  as  the  vehicle  largely 
responsible  for  creating  and  BBintainlng  In  this  country  the 
highest  standard  of  living  In  tb*  world.*  (Page  1). 

Ftoreover  Congress  recently  has  taken  great  pains  to 
deregulate  the  deposit  function  of  the  financial  Industry  to  assura 
its  vigor  and  coapetltlvenees.   In  phasing  out  the  deposit  account 
rate  ceilings.  Congress  recognized  the  need  for  regulated 

institutions  to  be  released  from  rigid  and  scchaiir  laws  which  Made 
them  uncompetitive  with  unregulated  entities,  thereby  tnceatening 
the  continued  ability  of  traditional  institutions  to  service  the 
consumer    Clearly,  the  lesson  Congress  learned  about  the  deposit 
account  experience  should  be  applied  to  the  asset  side  (lending 
function)  of  a  bank's  business  as  wall.   All  of  the  arguments  for  a 
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nteouqmt,  boc*  competitive  deposit  service  buaincas  apply  * 
•qusl  CoEca  to  decegulstlon  of  th«  lending  '       '  -'   -. 

landing  aide  of  the  industry  ia  not  likewii 
ability  of  the  industry  to  offer  purket  rai 
caaain  coapatitive  on  ttie  deposit   side  wii: 

Inteceat  irould  be  lestticted  dbeolutely.  Thus,  without 
deregulation  of  the  asset  side  oE  an  Institution  s  busim 
Congceesional  action  to  proaote  coapetltlon  and  to  helci  i 
tba  financial   industry  and  th*  aconoBy  nould  b*  tbusrtad, 
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eonfinaed  that  usury  ceilings  result;  in 
availability.  The  University  reported  < 
banks  operating  in  unregulat-cd  atatea,  t 
aiiatlng  Missouri  usury  laws  affecting  < 
20%  lasB   to  consuners 

Moreover,  activity  in  tba  atataa  that  bava  llftad  oc  cala 
Cbair  usury  ceilings  as  a  raault  of  escalating  aarket  rates 
Indicates  vltbout  doubt,  that  the  fair  sarket  rate  will  be  th 
cats  lenders  vill  assess,  raaulting  in  heightened  rate  campeti 
•ltd  Increased  credit  availability  Price  gouging  and  loanshac 
acei  in  no  -nay  the  result.  Bere  are  just  a  tew  exampleB.  A 
recent  survey   conducted   by  the  Aaerican  Bankers  Association  Of 

eS      that  the    inatitutio 
had   been  charging  beloH  Backet   rates  prior   to  relief,    (2) 
■Ontha  after  relief  vere  charging  higher   rataa,    but   none   out  of 
line  ifitn  the  prise   lending  ratai     and   (3)   the  current  rata  had 
baan  cut  froa  the  aia  Bonth  levels  as  aarkat  rataa  droK»d  i 


inatltutad   indlci 


I  alsoat  all 
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iotareat  r«t*  l*v*ls  and  found  that   liit*r**t  tat*m  ganarally  mra 
S«t  wall    beloM  Che   Z4t  level        In  coBBcnta  to  the  press,    th* 
CoBsiBsioner  Sold   that  conpetition  was  Horklnq   to  keep  rat**  well 
below  the  allowable  levels       And  in  Ohio,   uhete  rates  tat 
InstallBent   loans  and  revolving  cradle   were  raised  to  2S% 
affective    Febrjary    19B2      froa  approilmatelv    tAl>,    one   bmak 
reported   that    it    had   no  plane   to   increase   installaent   rates,    gtvan 
the  descending  prime   rate.      Hhen  a  -new  law  in  Colorado   in  ald-IMI 
peralttad  tba  -charging  of  up  to  21%  on  credit  cards,   one   large 
bank  card  system  doing   bus  nesa  with  over  Ohe  nilllon   cardholders 
in   five  states   publicly   announced  that      t  vould  not  raise   Its 
rates      basing    the  decision  on   the  belUC   that    interest   catM   would 
ba  decreasing   in  the  coaing  Bontba. 

Onca  a  market  rate  la  astablisbad,   not  only  does  ooapatltion 
ensure   Chat   only   appropriate  rstea  will   be   charged,    but   credit 
becomes  more   available.      Again,    studies   substantiate   this 
statement        For  exasiple     reaulta  of  a  Decenbar      992  study 
performed   by   the  New  York   State    Banking  Aepartmant    indicated   that 
the    )9S0   Hew  yarh    law    (which   eliminated  usury  ceilings    for 
conauaar   credit)    actually  had  positive  resuHH.      Although   rataa 
did  rlae  a  little  because   the  pravtoua  rates   had  bean 
uncaalistically   low,    the  avBilabllity  of  consumer  credit 
inccaaaad,   and  New  york  banks  began  offering  consuaiera  a  wMa 
tang*  of  rates   and    fees,    providing    thea  with  alternatives   to 
cbooaa   (ton  when  shopping    for    credit.      The  New  York  legislature 
recently  extended   the  deregulation    law  for    four  acre  years 
According    to  press   reports      the  sponsor  of   the  bill   said   that   New 
York's  experience   with  deregulated    Interest  rataa   raaultad    In 

.e   competition  and  gcaatar  credit  availability  tor  M« 

On  another  point,  opponents  of   usury  preenptlon  contend   tbat 
sinners  would   lose  much  naadad   protections.       However,    S.730 
IS    It  absolutely  clear   that   the    federal    preemption  of   state 
ry    laws  would   not  herald   the  end  of  consumer    protections 
^died    in  state   law.      As  you   know,  each  state   has    its   own  body 
»nsUAer  protection    laws.      Aaang    those  are  laws  governing 


I  of  calculating   inti 
lat  credit  contracts 


.      ,  lltlM 

advertising  and  the 
»   written' In  plain  English       Many 
ipted  laws  comparable  to  the  Federal 
espohBlbllltiea  and 


,ons  tbat  govarn  the 


In  addition,   on  the  federal   level, 
comprehensive  body  of  lawa  and  ragulatlc 

activities  of  creditors  wblch  have  aa   their  express  purpose 
providing  conanmers  with  a  mailmua  amount  of  protection.      Among 
these  laws,  which  govern  disclosure   and   sat   forth    consumer    rights 
and  creditor  rasp<mslbllltles,   are  the  Truth- In-Lending  Act,   the 
Truth- In- Lending  SUpllfloatlon  and  BsforB  Act,   the  fair  Cradit 
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ItaportlDg  Act,  th*  Pale  Credit  Billing  Act,  tb*  Equal  Ccadit 
Ct>portuDiCy  Act,  th*  Bl«ctEonlc  Fund  TcansEcc  Act,  tb*  Co—wntty 
Mlnvastaent  Act  tha  Right  to  Plnancial  Pclvacy  Act,  tb*  Pair  D*bt 


>Ilection  Pcact: 
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so  contend  that  preeaptlon  is  unnecessary  since 
relaxed  tbelr  usury  lens.  Hblla  It  is  true  that 
even  eliminated  their,  usury  ceilings, 
Plrst  of  all,  aany  of  these  laws  are 
.'  provlalon.   Without  legislative  action, 
cut,  Kansas  and  Hlsslsslppl,  undoubtedly 
expire  during  1)B3  or  19B4  leaving  the 
IsBue  In  llebo,  again  yielding  a  destabilising 
lending.   States  traditionally  have  clung  to 
rights*  to  regulate  interest  rates.   Xet,  the 
incial  KOEld  described  above  and  throughout  the 
that  tha  nature  of  lending  today  requires  a 
I,  deregulated  approach. 


itary  policy 
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(for  eiaaple,  Pederal  ReBei 
agency  regulation,  federal 
deposit  rates,  federal  cc 
continued  abandonsient  of 
lending  rates.  Clearly, 
■srketplace  ' 
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true  effects  of  usury  cell: 
S.7ia.  It  is  essential  thi 
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Jie  fact  that,  given  the  r 
irticulated  by  tbi  ' 
pronoun ce>ent a  and  actions) 
.K>slt  Insursnce,  federal  laws  on 
user  protection  laws,  there  exists  i 
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the  upheavals  In  the  financial 
ssary  today  than  aver  before  that 
~~*~  'n  estsbllshlng  s  nstional  policy 


ry,  HasterCsrd  applauds  your  understanding  of  the 


Lngs  as  evidenced  by  your  sponsorship  Of 
isury  ceilings  on  consuBsr  crsdlt  be 
.  .  deregulated.   Ms  fully  support  3.730  and 

hope  that  a  sound  resolution  of  the  usury  problea  will  be  reached 
at  Che  conclusion  of  the  legislative  process. 
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Ihank  you  for  alloiiliq  th*  Natioul  Aaioolatiai  of  tha  MBUdalinq  Tnkwtry 
tha  opportunity  to  atpraaa  iti  Tin  ragarding  £.  730. 

Aa  you  ara  avara,  ona  of  our  pradacaaaor  ozqaniaatlona ,  tha  vational  Heaa 
InVEovawit  Council,  autMlttad  a  atataaant  datad  July  15,  19B1  In  ai^iort  of 
■lallar  laglilatlon.     Dnfortunataly,  turn  out  vlaHpolnt,  that  laglalatlon  vaa 
not  adoptad.     Cinca  you  ara  currantly  oonductlng  haarlnga  on  s.   730,  m  ara 
plvasad  to  taka  thla  opportunity  to  add  our  au^fiojrt  to  tha  blU.     KJUtl  urgaa 

f  thla  laglalatlon  for  tha  raaaou  that  MBIC  backad  alHllar  laglala- 


rt  difficult  Co  cibtalD. 
ootilbutlng  t 
amy  liidta  cm  couibht  loana.  At  a  tlma  lAan  tha  ptlaa  rata  in  landing  inatitutloaa 

latlon  saa  in  atfaiTt  idiidi  sada  liviroTsnant     loana  alsMt  lii(ioaalbla  to  c4>taln .     In 
at  iHat  22  atataa,  uauiy  calling!  all  but  pracludad  conaivar  loana.     Kt  that  tlav. 


IB  Oiia  $47  billion  induatry,  94  ot  nary  100  contractoia  sho  antai 

(all.     Tba  inability  of  tha  conauaan  to  sMaln  financing  Aulng  cyclical  parioda  son- 
trlbuta*  to  thla  taralhl*  rata.     Mid,  not  only  ac*  aaall  hualnaaaMn  hart,  tha  uu- 
faetucata  nho  aaka  tha  pcodueta  conttactora  buy  and  uaa  alao  find  thalr  aaikata  drying 
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MhUs  $47  billion  ia  ■  hu^a  «■,  tha  rata  of  grovtfa  in  tb*  IMO'i  tor  tha 

hoBia  iBproraHDt  Induatry  hu  conaiitantly  fallan  balw  projactiona.     Ihla  at  a 

L»id  graaUy.     Itia  lack  of  a<allabla  financing  baa  baen  Idancl- 

fi-1  ..   .  «Jor   f. 

»»   iaaua  tri 

id  to  aloiily  raomar,  aa  long  aa  aortgage  nonay  and  rataa  axe 

ara  fa>lliaB  desiring  firat  hi_aa  froaan  nut  of  the  Baikat,  bu 

(a^liaa  1*0  have 

outqrom  their  proaent  bowa  ara  deniad  tha  trportunlty  not 

incthar  but  alao  to  ad^t  their  preaant  dnlling  to  their  naada 

Mdlclonally,  700, 

000  unite  are  loat  each  year  to  de»lItlon,  old  age,  flea  and 

•niatlDj  houaing  atodc  an  aubatwtdaid .     ClaaCly,  the  conUnuation  of  thla  aitH- 

,  the  National  Aaaociation  at  tha  Snodallng  loduatry 
do  not  visa  the  bill  u  warn  MTt  of  panacaa  for  all 
ouaing  and  r— odeling  induatriea,  it  ia  our  cvivictlon 


Sincar^y, 


D,j.,.db,Googlc 


'^scisT2    ,005    a 

e?  53       BR 


6G31 


.zed  b,  Google 


,db,Googlc 


3  bios  Oil  572  I 


DATE  DUE                               1 

STANFORD  UNIVERSITY  LIBRARIES 
STANFORD.  CALIFORNIA    9430S-6I 


1 

UES 

] 


